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iMMLODlK'TJON 

J\l()r(i llia.ii (uo years a^o tlie ('alcuUa Ujiiv(a*sity 
(]<'ci(le(l io ])u])lisli lor (lio us(^ of advancod Hliideids and 
f,(‘a(*]i('rs a si'rios of selecdioiis IVoin aulliorilaiive doeu- 
nieiits treating’ oi' Indian ccoiiomic j)rol)lein,s, by bringnig 
logellior in a collected Jbnn tin; large amount of 
valuable materials that lie scattered in old and ijuicces- 
sible Blue Jlooks, in the procaa^dings of Legislative 
C'oiuicils, and in (.lovernment reports and publications. 
The lirst su])j(a‘t which appealed to me as one of the 
most impoi'tani and rar-reaching was tliat of ‘agricultural 
indebtedness’. A special intenist centres round the sub- 
ject b(Hauise (he general state of indebtedness is abnost 
as old as the British rule in this Vountry, for I 
tiud reference to the su])je(d. in the literature on the 
Bermanent lS('ttlement in j lie J>lu(‘ Books of and 

preceding yeai’s. Jbit it ap])(}a,rs that no sckmtific and 
sysiematie treatment ot the ‘disease’ was attempted till 
ilu', seventies of tlu^ last century, when the iudebtedness 
of the Deccan ryots, who had boon the victim of great 
vicissitudes ol! fortune almost since tlie coiupiest of the 
Deccan, rose to sucli magnitude as to demand prompt 
legislat h’e action. Their accumulated indebtedness, 
aggravated by the cotton crisis in Bombay, (‘ulminated 
in serious agrarian distuiBances in the yerit 1875 ; and 
the Governmeiit of India Ijchig awakened to the gravity 
of the problem rcdi*essed the situation l)y the enactment 
of a law for the relief of the Deccan ryots. This condition 
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of indebtedness Avas not confined to Bombay alone. 
The Famine Commissioners of 1882 and 1901 drew 
prominent attention to the wide-spread character of this 
evil and suggested various legislative and exvecutive 
measures to remedy it, among which were : (1) an altera- 
tion in the practice and procedure of civil courts and 
the institution of special courts and agencies for the 
cheap and summary disposal of suits against agricultural 
borrowers ; (2) restrictions on the alienations of lands ; 

(3) the establishment of co-operative credit banks ; and 

(4) the introduction of a large measure of elasticity in 
the collection of land revenue. The first had already 
been incorporated in the Deccan Agriculturists’ Relief 
Act ; the second was found suitable for special areas such 
as the Punjab and Bundelkhund ; the fourth was adopted 
as a general executive measure in almost all provinces ; 
and the third were introduced by legislation for the pur- 
pose of providing facilities for cheap credit to the ryots. 
A measure, akin to this, had been proposed in 1884 by 
SirW. AYedderburn, then a District Judge in the Bombay 
Presidency. It consisted in tlui establishment, as an ex- 
perimental measure, of an agricultural bank in Poona, 
which was intended to take over the functions of the 
village money-lender on condition that it should restrict 
its dealings Avith only the solvent class of cultivators and 
supply to that body capital on definite terms to bo appro- 
ved by Government. The proposal was, hoAvever, nega- 
tived by the Secretary of State on the score of its financial 
unsoundness. The co-operative credit societies which 
were established in 1908, on the urgent and emphatic 
recommendation of the Famine Commission of 1901 were 
designed to \itilise the combined credit of the agricul- 
tural population for the purpose of making loans on 
their own responsibility to their fellowmen at a small 
l^ate of interest. The measure has proved an unqualified 
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success ; and it is estimated that it has saved the agricul- 
turists Rs. 10,00,000 in interest on every crore lent out 
hy the societies. A short history of this movement is 
given on pages It 1-10. 

An interesting and instructive account of the co- 
operative credit movement in ]i]urop(i is given in Chapter 
V (pp. 283- too) whicli contains selected extracts from 
the valuable Ib'ports of Sni F, A. Nicholson published in 
Madras in 1885 and of Mu. d. 11. Cahill, pul)lished as a 
Blue Book in 1013. In the same chapt(‘r has ])een inclu- 
ded, as a subject of comparative study, an account of 
the Egyption system of making agricultural loans. It 
consists in tlie (jovernmenCs enlisting tlie co-operation 
of a private Bank for ])rovidiiig l)orrowing facilities to 

fellaheen and dilTers essentially from tlu:) co-operative 
credit system. The whole (inancial lesponsibility for 
these loan transactions rests nith the Bank, which, 
financially assisted by Gov(‘rjinient, distributes the loans 
through its own ofiicers, the (jovernment having no 
pecuniary interest in the operations. The part played 
by the latter is limited to tlie eollectibn of the Bank’s 
dues through the otficers v Iio collect the land-tax, the 
Bank being thus saved the cost and I’esponsibility of 
collection. It will be rememlxuajd that it was generally 
predicted that a similar system ould ])rove a failure in 
India, although it had worked well in Egypt ; the reason 
apparently being that the volume of operations and the 
area of territory over which they extend in the latter 
country are much smaller and of more manageable 
demensions than could possildy be dealt with by a Central 
Bank in India. 

The compilation is designed to be a sou**cc-book and 
guide for advanced students and teachers who desire to 
prosecute a special study of the subject, and I hope 
to follow it up, under the auspices of the Calcutta 
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University, l)y similar compilations on some of the most 

imi'ortant an, I raseiiiatin- siihjects, such as Land 

Keyeniie. Provincial and l.ocal Pinancc, J'^aniine, Cotton 
-Unties &c. 


Daruiiaxoa PinimiNo, j 

Jk^.'cmher 24, 19! 1. j 


S. C. LAY. 
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CHAPTER I. 


INDEBTEDNESS OP THE LAND-HOLDING CLASSES. 


[JBxlracti from the Report of the Deccan Riots Commiseion^ IS?®,] 

The earlieBt record shows that indebtedness was common amcM^ 
the Deccan ryots when their country came into our hands. Wi 
Commissioner Chaplin reporting on the newly acquired Dsootlil 
districts in 1822, writes : — 

** The ryots in many villages, though usually frugal and provideilii 
are much in debt to sowkars and merchants owing to the oppressioi 
of the revenue contractors ; many of these debts are of long standinig^ 
and are often made up of compound interest and fresh oocasioitiid 
aids which go on accumulating so as to make the accounts exoeediiig]| 
complicated ; a ryot thus embarrassed can seldom extricate himself 
His exertion may be compared to the hellish torments of Sisyphu^ 
who had no sooner rolled his burthen to the summit of the hill than il 
fell back upon him with redoubled violence. * * * The Miras^ 
of ryots are sometimes mortgaged for these debts.^' 


Again he writes : The Collector of Ahmednagaf, notwithstandi*^ 
some embarrassments, is of opinion that there is an universal tone A 
satisfaction among the ryots resulting fyom the improvement of th^ 
condition, and he thinks that they are gradually extricating thesf* 
selves from their difficulties. The general feature of the piotofe |l 
correct, but it is perhaps charged with colours a little too brilliaiilh 
He thinks that complaints against them from the sowkaxi iK 
decreasing, but this circumstance is partly to be ascribed to manjJ 
these debts having been declared inadmissible. 


These debts were of two kinds, public andptiyate« 10^ ] 
^"|kbt of the village community arose usually from advanoes or I 
made by the Mahratta Government to be recovered with inteMb I 
^ menoes of villages assigned to the State .creditori tibo 


'* tenure oom|Mrifled a rigtt of ocovpanoy at the onetomsfy 


it from the ordinary ienanoy*at*wni 
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debts were the result of the system before mentioned by which the 
collection of the State dues was made through Bowhar^j who 
usually 'recovered in kind what had been paid in cash and drafts. 
The great mass of the agricultural population had no such 
interest or title in their land as to afford security for large debt. 
Mr. Chaplin indeed mentions that Miras holdings are sometimes 
morgaged/’ but in another place he estimates the selling value of 
miras land at not more than 2 or 3 years^ purchase, and states that land 
yielding Rs. 200 of gross produce can seldom be mortgaged for more 
than Rs. 100. The usual and recognized method for recovery of debt 
was for the sowJcar to send a Mohosiil, that is, a servant whose main- 
tenance had to be paid daily by the debtor, or to place a servant in 
*'Dharna'^ at his door, (which is the process called ^^Tuqiiaza^’ by 
Mr. Chaplin,) or to confine the debtor in his house or otherwise 
subject him to restraint and even severer measures. It is plain that 
such methods could not be put in force against any but the humbler 
class of debtors, and doubtless the ordinary dealings of the sowJcar 
and ryot were based rather on the ascertained result of experience, 
teaching each his own interest than on any power of compulsion in 
the hands of the creditor. The ryot’s constantly recurring necessity 
could not be relieved unless he maintained his credit by good faith ; 
and, on the other hand the sowhar had no support from without to 
look for in exacting more than a fair profit, which, considering his risks, 
would be also a large profit. Honesty was the ryot’s best policy and 
caution was a necessity to the money-lender. 

The condition of the ryot as regards his relation to the money- 
lender when British rule commenced may be summed up as follows : — 

Ist. — There was a considerable burden of debt, and many of 
the ryots were living in dependence upon the sowhar^ 
delivering to him their produce and drawing upon him 
for necessaries, 

2nd.— The ryot’s property did not offer security for large 
amounts ; his cattle and the yearly produce of his 
land being the lender’s security, the mortgage of 
miras land was rather a means by which the sowJcar 
got a firmer hold upon the produce than upon the 
land itself, for immovable property was not sold for 
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debt^ and the miras title would have no value fbt a 
non-agricultuml landlord. 

3rd. — Kates of interest were very highj and much of the debt 
consisted in accumulations of interest. 

4th. — The causes of indebtedness were chiefly the revenue systein, 
and sometimes expenditure on marriages or such 
occasions. 

5th. — The amount of individual debt was usually moderate. 

6th. — The sowkars were usually men of substance maintaining 
establishments employed in dunning and looking 
after debtors. 

7tb. — The creditor received little or no assistance from the 
State in recovering debts, but had great license in 
private methods of compulsion. 

Causes of Debt. 

The estate of an ordinary Kunbi ryot, exclusive of his land and 
p ^ its produce, has been estimated by competent 

authority to be of little more than Rs. 200 in 
selling value ; it will be somewhat as follows : — 



Rs. 

Live stock 


Implements and utensils 

20 

House 

50 

Miscellaneous 

20 

Total 

215 


The recorded results of personal enquiry by the Commission 
prove how many of the population are possessed of less than the 
above average. With the exception of the land all the items 
of the estate are subject to depreciation, and imply yearly 
charges for maintenance and renewal. The people being thus 
possessed of very little beside their land, tvhat kind of income 
does that yield them? The two crops — hajri and jowar — ^forir 
the great bulk of the agricultuml produce; in a laige poxtioi 
of the area under report they constitute j^ths of the whole 
Supposing that the rainfall was sufficiently constant to ensure i 
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mc^erate return every year, it would still be ineyitable that the 
Kunbi should draw the whole of his year's income from land in the 
lurnj) during the two months of harvest. As, however, there is one 
year of drought in every three, over much of the region, and a good 
crop also only once in three years, it follows that the income 
jrielded to the Kunbi from his land is received ui full trienuially 
instead of annually. It is everywhere a serious aggravation of their 
ill fortune to the cultivators of indifferent soils that, their land yield- 
ing only one kind of produce, they receive the whole return in a lump, 
while better soils that admit of a variety of crop enable the cultivator 
“ to spread his receipts over six months of the year. This evil 
is intensified for the ryots of the disturbed districts by their capri- 
cious climate. It is hardly possible to conceive any conditions more 
certain to produce indebtedness among the poorer classes than these. 
When to these conditions is added the variation in the value of the 
ryot's produce which leaves him in absolute uncertainty at seed time 
what his crop will be worth if he get one, it is apparent that no great 
^fSBogree of improvidence is needed to account for his indebtedness, but 
rather that considerable industry supplementing the income of agri- 
culture, and considerable frugality in living must be presumed in order 
to account for the large number of Kunbis who are not burdened with 
debt. 


It would be idle to say that improvidence does not exist as a cause 
Improrideaoe indebtedness. It consists however rather in 

the short-sighted imprudence of an ignorant class 
rfeady to relieve present necessity by discounting future income on any 
"^rms, and unable to realise the consequences of obligations foolishly 
contracted, than in an extravagant expenditure or misapplication of 
incooie. The results of the Commission's enquiries show that undue 
prominence has been given, to. ^he expenditure on marriage and otber 
festivals as a cause of the Lyot's indebtedness. The expenditure on 
such occasions may undoubtedly be calW extravagant when eom- 
> par^ with the ryot's means, but the occasions occur seldom, and 
courae of yeans the total sum spent in ^is way by any 
lyot is not ^rgeir than a in his position is justified in spending ■ 
hii MK^ apd domestic pleasures. The expenditure forms an item of sonife 
^importance in the debit side of his but by itself it rarely 

" as the nucleus of lua indebtedness. The sums uwiidly spent 
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heae occasions have probably been over-estimated, or the operatidti"^^;' 
>1iber causes in producing debt has been overlooked by the officeivi* 
vho have attributed the ryot^s burdens so largely to this cause. This 
)Versight would indeed be a natural consequence of the fact that it is 
>nly on marriages or similar occasions that expenditure by a Kunbl^ 
jomes under observation. The amount spent by a Kunbi of average 
jircumstances on the marriage of his son is from lls 50 to Rs 75/* a 
;um which by itself even at 24 per cent, interest could be repaid with- 
)ut much difficulty if his average margin of profit was not forestall- 
jd by other debt, and he were treated with fairness and moderation by 
lis sowkar. The constantly recurring small items of debt for 
Food and other necessaries, for seed, for bullocks, for the Government 
issessment, do more to swell the indebtedness of the ryot than an 
accasional marriage. 

As a matter of fact the ryot’s surplus is, in the majority of ciSies^ 
Inh ‘t d d bt already forestalled. Even those who are in fair 

circumstances and solvent have usually to maior' 
tain their credit by handing over all that can be spared of their crop 
'on account’ to their mokar, and the poorer must do so under pain of 
jivil process. There has- never been a time when a large proportion of 
them were not under the burden of debt, and their present indebtedness 
is in great part a legacy from their forefathers. The enquiries of the 
Commission enable us to state with some measure of# certainty that 
the chief cause of the present indebtedness of the ryot is ancestry! 
debt. 

It was hoped that the permanent title and the light assessment’ 
guaranteed by the survey settlement would so far 

Stimalus to borrow- the ryot’s profits, and stimulate his indus- 

ttg given by survey try that, by degrees he would free himself from 

rary with stimulus the debt which hung round him. The increa^ 
te production and the Jitimulas to agricultural enter- 
recovery. prise did indeed follow as anticipated, but 

debt instead of diminishing, increased. Tbe 
faqUitiea for recovery of debt offered by our civil courts hlMt 
into existence an inferior class of money-lenders dealing.a;^ 
exofbitant rates of interest with the lower strata of the agricttltjiS4 
poor. As the value of the ryot’s title under . the survey settlemj^ 
came to be recognized, and his eagerness tb extend his cultivarion gi^ 
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accordingly, a fresh start was given to the money-lender in his 
competition with the ryot for the fruits of the soil. The bulk of the 
people were very poor, and the capital necessary for extended cultivation 
could only be obtained on the credit of the land and its produce ; exist- 
ting debt left but little margin of profit to the ryot even under the 
reduced rate of assessment This margin would go but little way to 
cover his increased needs for the stock, seed and assessment of new 
cultivation. While his return in produce for the first year or two would 
be but nominal, even the most cautious could not be expected to 
wait for accumulation of profits to take up fresh land for fear that 
the more wealthy or reckless should be before-hand with him. This 
too sudden extension of cultivation following the survey assessment 
was prominently noticed by Mr. Hart in 1841, and in the Ahmednagar 
District it was so excessive as to cause a re-action in the third and 
fourth years after these settlements. 

The increase of the population taken as a sign of prosperity has 
been a subject of congratulation with the officers 
Iiicrase of Population. recently had to deal ^vith the revision 

of assessment in the Poona District. It is doubtless a feature in 
the history of this region which, as much as any other, marks its 
changed condition during the last 30 years. The returns show an 
increase in population of about 45 per cent, in that period, and it is 
probable that the ratio of increase is progressive rather than uniform, 
as the spread of vaccination, sanitary precautions and facilities for 
medical treatment have reduced the virulence of epidemics, and 
improved communications have made dearths impossible and facilitated 
access to the markets for labour. Cultivation has reached its limit. 
The area of six cultivated acres per head of agricultural population 
must, considering the precariousness of the climate, be taken to mean 
that the produce of a good season of but three acres is available to 
each person of the cultivating class, half of the area of six acres 
being deducted on account of bad seasons, and the avemge yield 
being thus reduced to about half a good crop per annum. 
Comparing this with Guzerat, where the rainfall is rarely 
deficient, we find that each member of the ryot^s family here 
has yearly the net produce of three acres of 8 annas assesment, while 
in Guzerat each person has the produce of two acres of Rs, 2-13-4 
assessment, the former paying Rs. 3, the latter Rs. 5-11, to 
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^^vernment, the net produce being in the case of the latter both of 
to%ch higher value and having the additional advantage of not being 
I^eived all at once. It has been estimated that the yearly cost 
of food and necessaries to each member of a Kunbi's family is about 
Us. 25. Admitting that the food consumed by his family does not 
cost the ryot the market value, it is nevertheless plain from the figures 
of estimated yield* of land, that in a year of average rainfall his 
receipts from six acres — two of each kind of soil — will leave a very 
nairjfow margin for Government assessment and expenses, amongst 
whwli the interest on the soir leaves loans in bad years must count as 
a current and unavoidable charge. 

The deficit which frequently exists is made up by the produce of 

Prodn^^of-, land not ^nd by the labour of the 

Uone snfficient for the Kiiiibi and that of his family and his cattle. In 

Kunbi 8 ndede. . « , . 

illustrafion of this it may be noticed that the 
Collector of Ahmednagar reported that, owing to the drought and 
failure of crops in 1871, the agricultural population had to a great 
extent left their villages in search of labour for their maintenance. 
This exported labour must be looked upon as maintaining the solvency 
of the district, for little else is exported. The milway is not used for 
the export ot produce. As stated by the Superintendent of Survey 
regarding flie ryoti; of Bhimthari District, the practice is to save the 
surplus of a ?ood «oason to meet the deficiencies of bad^ years. A little 
produce is. sent to Poona in carts for local consumption, but the food 
»rain of tbd region is consumed by the inhabitants. 


Tl^ normal effect of a pressure of population upon land is that, so 
Indi^B^ and enter- extended cultivation has reached the 

limit of profitableness, the cultivating class 
irolSH notin’ endeavours liy improved agriculture and increased 
; industry to obtain more from the soil. This 

reauk I® tinder the present conditions not to be looked for here ; on the 
there is a widespread belief that land is not so productive as 
to be. That their present state of indebtedness prevents the 
f^qilaffrom making efforts to improve the outturn of their land, there 


Good soil. Midling. Pooe, 

R. A. P. R. A. P. B. A, P. 

13 R 0 6 13 0 2 13 0 

10 13 5 6 8 0 4 6 0 
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n^EBTSIDl^ THE CLASSES. 


Iliai be no doubt Writing of the Ahxnednagar ryot more logwv 
ilf ynars ago, Lieutenant Burgess of the Survey says, hn^K^'k' 
tte lyot is in the hands of the money-lender, how can he pro^jvif^fi 
b^ing so involved ? Should he do so, his prosperity would only hA/' - 
the usurer the richer without materially, if at all, increasing his y\ 
teSourees/^ This lesson the ryots have apparently now learnt ^ ? I Av ;f, 
find that the lands broken up and the wells dug with borrowed/c^itf^l^i/ 
yield a profit only to the sowknr. To use Sir G. WingateV v— 

**the ryot toils that anotlier may rest, and sows that - 
reap.” The result has been well shown in a report froiipii y^Br 

tion Department dated 16th June, 1875. It was found i&Kr ./ots 

4id not use the water of the Lakh Canal, an impor 
vvork in the Ahmednagar District. The Executive^ i^ri^r for 
Irrigation reported to Colonel Merriman, the head of n^j1?^fitment, 

•on this subject as follows : — ''While on the canal oned the 

iyots closely, and they stated that, without exception., '‘.h|y were all 
iSEOply indebted to the money-lenders, who get as miw 'i ;; ^possible in 
liie shape of interest on money lent out to each laud-h at harvest 
time. They stated that a very large portion of the a l of each crop 
goes towards paying interest on their debts, ar 1 !' ' they are dis-^ 
couraged from taking more trouble than necessary w; , ij>: cultivation 
of their land. I consider it is very probable that this ' reason why 
eo little is done towards extending irrigation on ;;pal.” The 
Assistant Collector in charge of the District, Mr. 1 .. %yt, writes 
on the same subject to the Collector of Ahmednagar : ‘ Wb‘eve the 

.%t is that the holders of land under the Lakh Canal^ v 
peer. Their lands have been mortgaged to ^f.ay 

the products of the fields for interest of the money lent, 
landholders have to trouble themselves for nothing ; thej«^^M|,nay 
for. the water, but could not get the profits to themselve^^ e* 

c^ntiy do not etfte to use the water.” On the 
;;^emraan, the Chief Engineer for Irrigation, remarks 
^^ven by Mr. Biathwayt is a very sufficient one. The ^ 

'ttinly populated, and the indebtednes of the cultivators 
e 3 q)laiiis why the progress of irrigation is so slow. 

Whether the land itself now yields less than formerly i 
»ia possible to determine , with certainty, x 
the generally held on this -point is in 

^ meiware due to the lact, that as cultivation extended Until it 
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B||||fi poorest and most unprofitable soile^ the general aTerage of reto^ 
uHH^re diminished. The estimate of the cultivator was formerly 
on the return of the better lands ; he has now to include 
inferior soil, but has not proportionately reduced his 
V ^|j9|^^tations. 

i The following causes, however, may have operated to decrease the 
lUstiEil out-turn of land in cultivation. A consequence of the payment 
^^Aisessment by registered holdings instead of by actual cultivation 
iV^||EdRscouragement of fallows. The ryot having nothing to pay 
for Ids ^tes could well afford to let his land rest and cultivate 
portions ^^^otation. During the early period of our administra- 
tion, tl^ lilies of this region were largely devoted to grazing purposes, 
and theife.Waa^o direct Government demand upon the wastes so used. 
The encolfeifgeinent given to cultivation by the survey was accompanied 
by a discouragement to grazing, through the right of pasture being made 
subject to purchase from Government. The supply of manure from 
flocks and herds, the demand for which should have increased with this 
increase in cultivation, diminished, and doubtless with it must have 
diminished the fertility of the soil. 

Thus it will be seen that while increasing population demands more 
from the land than it yielded 40 years ago, the conditions of agri- 
culture have not tended to increase its fertility, and indebtedness 
has taken away the natural motive to industry — the, hope of gain — 
and thereby prevented relief from the increasing pressure being sought 
in improved cultivation. We are dealing now with the causes of in- 
debtechicas, a^ have been led to dwell upon one of its consequences j * 
the caae is only an illustration of the familiar fact, that the conse- 
quent^ of |m evil often tend to reproduce it. 

method in which relief from the pressure of increased 

riutiMi^liift as a pop^i^a-tion might naturally be sought is emigra- 
jnereasod tion. The habits and instincts of the Kunbi make 
. him most averse to leave his village except for a 

*'-‘J!l;|ft^absence, but in a remarkable case in which 19 cultivators 
^i^Ktheir families, in all 66 persons, most of them inhabitants 
|W^Poona District, and many from villages in the area under report^ 
into Khandesh hoping to find work at Jalgaon, where there 
a railway station with large traffic ; failing in this they 
^^“’e already on their march to Indore to apply for land under H. H. 

2 ^ 
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Holtar, when they were met by Mr. Pollen, the Assistant Collector 
in charge of the District, through whose means they were settled on 
waste lands in Khandesli. The cause of their leaving their homes, 
they informed Mr. Pollen, was that ^^their lands had gone and 
their creditors were merciless.” In this case it is true the emigration 
was directly caused by the consequences of debt, and in so far as the 
creditors of these men had taken from them their yearly produce or 
their property unfairly, so far was the pressure which forced them to 
emigrate due to other causes than the increase of population ; but at 
the same time the operation of this cause is indicated. We find the 
natural course of events which follow that cause in their story, their 
yearly income failing, they lived on their capital until that was 
gone, their labour was not wanted for the cultivation of the land 
they had lost, and there was no otlier opening for them nearer 
home. 

The conclusion which we would adopt on the subject of the in- 
Ooncliiaions as to the Crease of population as a cause of indebtedness is 
increase of population. agriculture of the district to support 

only its own producers, including a fair interest on capital actually 
expended on account of the land, it would be sufficient, with the 
assistance of the wages of exported labour during the idle season and 
bad years, to maintain them at their present number, and larger 
returns might be obtained from the land by improved cultivation to 
meet a still further increase. But agriculture pays a heavy tax to 
to the sowkar^ much of which neither represents exj^nditure 
on account of the land nor ever returns to the land ; such holdings 
as pass into the hands of the sowkar will not, under hired 
labour, support so many persons as lands cultivated by proprietors, 
and these holdings are yearly increasing. Revised assessments have 
alre<4y in a portion of this region reduced the margin of the ryot^s 
profits and thrust his creditor's demands further upon his capital; the 
revision of the remaining districts will make this encroachment more 
general than it is at present. It is not to be expected that increasing 
population will produce improved outturn ; the demands of the creditor 
are sufficient to absorb any increased return, and the profit of labour 
invested will go to the sowkars to the discouragement of such invest- 
ment by the ryot in future. Without such improvement in 
agriculture the return from the land must be expected to diminish 
rather than increase. 
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Another cause of the increase of indebtedness is the facility with 
- . which the money-lending class can command the 

Increase of money- . 

lenders and money- assistance of the law in the recovery of debt, and 
lending business. Consequent upon tliat facility, an expansion of the 

ryot^s credit, inducing numbers of small capitalists to compete for 
investments in loans to the Kunbi. We have already quoted Sir G. 
Wingate^s remarks on this point, although at the present time other 
causes have combined to impair the ryot’s credit, still one material 
cause of his present condition must undoutedly he sought in the state , 
of things described in 1852, and since that date other causes have 
operated to aggravate immensely the evil which was then • 
discerned. Whatever facilities were afforded by the law to the 
creditor in 1852 have been greatly enhanced by the introduc- 
tion of the present procedure in 1859, and by the punctual 
conduct of judicial duties now exacted from the 8uhoi*dinate courts, 
while the ryot’s credit has been enhanced by the addition of his land 
and agricultural stock and implements to the security liable for his 
debts. 


The introduction of compulsory registration of deeds dealing with 
immovable property in 1865, protected the creditor from attempts to 
repudiate or dispute a registered bond. In the meantime the ryot’s 
estate had risen in vf»lue, and new cultivation offered securities for new 
loans ; his personal solvency was assured by the large demand for 
labour on the railway and other public works, and his title in his land 
was, iu 1865, recognized and secured by an Act, which confirmed the 
rights vested in him by the survey settlement. The American War . 
from 1862 to 1865, while, on the one hand, it poured money into the. 
country to seek investment, on the other hand, raised to an extravagant, 
pitch the value of agricultural securities. To the above causes tending 
to attract capital to the business of agricultural money-lending, 
we may add that in the dearth of other industries in this 
country with a population whose wants embrace little but the 
merest necessaries, capital which under other conditions would 
find employment in trade or manufactures, here naturally turns to 
agriotdtrral investments, and almost the only course open to the 
clerk or servant who has saved a little money in a village sowJtar^s 
employment and desires to earn an independent living, is to set np. 
in the same business himself, preferably in the place where he is- 
already known. 
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The eii(][uiries of the Commission have made it clear that the 

Inoreaw in inferior class of soteiars, who are also the most 

kind of money-lending unscrupulous, have increased very considerably 
btwiness. i • i i 

during the last ten years, and that it has been 

a common practice for the ryot to borrow from one sowkar to pay 

another, or to borrow from two or three at a time. A result of this is 

that in the competition with inferior members of their class even 

respectable sowkar s are obliged more and more to resort the methods 

of swelling the debt and coercing the debtor practised by them. We 

here again quote the letter of Sir G. Wingate describing the change in 

'the relations of the parties : — 

''The prosperity of the ryot is no longer necessary to the 
prosperity of the village money-lender. The latter has no longer 
occasion to trust to the good faith or honesty of the former. Mutual 
confidence and good-will have been succeeded by mutual distrust 
and dislike. The money-lender has the ever-ready expedient of a 
suit at law to obtain complete command over the person and 
property of his debtor. It becomes the interest of the former to 
reduce the latter to a state of hopeless indebtedness in order that 
he may be able to appropriate the whole fruits of his industry 
beyond what is indispensable to a mere existence. This he is 
enabled without difficulty to do. So long as a ryot is not much 
involved, the money-lender is ready to afford him the means of 
indulging in any extravagance without troubling him at all about 
future repayment. The debt may lie over and he may choose 
Jiis own time for repayment. The simple and thoughtless ryot is 
easily inveigled into the snare, and only becomes aware of his folly 
when the toils are fairly around him and escape is impossible. From 
that day forward he becomes the bondsman of his creditor. The latter 
takes care that he shall seldom do more than reduce the interest of 
his debt. Do what he will, the poor ryot can never get rid of the 
principal. He toils that another may rest, and sows that another may 
reap. Hope deserts and despair possesses him. The virtues of a free- 
man are supplanted by the vices of a slave. He feels himself to be 
the victim of injustice and tries to revenge himself by cheating his 
oppressors. He cannot get into a worse position than he already 
occupies, and becomes reckless. His great endeavour is to despoil 
his enemies, the money-lenders, by borrowing continually. When he 
has got all that he can from one, it is a triumph to him if by mf 
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aiftoant of lies and false promises he can get something more from 
another. When he has two creditors there is a chance of their fight- 
ing with each other, and that during the fray he may be able to snatch 
a portion of the spoil from both.'' 

Extent and nature of indebtedness. 

In the foregoing images we have endeavoured to show that the 
Resume of previous normal condition of the bulk of the ryots in the 
chapters. disturbed districts is one of indebtedness ; that, 

owing to causes, some natural and others the result of our adminis- 
tration or of internal circumstances, this indebtedness had grown to an 
extreme point during the 20 years preceding the riots; that many 
years ago elements of danger to the public peace were detected in 
the temper of the ryot smarting under the consequence of his debts ; 
lastly, that these consequences, averted for some time by the transient 
prosperity of the American War period, returned with multiplied 
force during the six years preceding the riots. 

The extent of serious embarrassment through debt can be ascer- 
Analyais of embar- taiucd with fair accuracy from the enquiries of 
rassniont in 12 villages, Commission. It appears that about one- 

third of the occupanto of Government land are embarrassed with debt, 
that their debts avernge about eighteen times their as^jssment, and 
that nearly two-thirds of the debt is secured by mortgage of land. 
For 12 villages the results in figures are as follows : — 

Total number of Government occupants ... ... 1,876 

Number of Do Do embarrassed ... ... 523 

Assessment payable on their holdings ... ... Rs. 10,608 

Amount of debts on personal security ... ... ,,1,18,009 

Do on mortgage of land ... ••• ,i 76,233 

The proportion of khatas indebted to the total number of khatas 
in these villages is 28 per cent. The total debt is more than eighteen 
times the assessment. Of the occupants in embarrassed circumstances, 
about two-thirds hold land of less than Rs. 20 assessment. These 
figures entirely confirm the opinions stated to the Commission on the 
subject by the local officers, and tally in great measure with the 
results of investigations into indebtedness in other districts. It must' 
be noted that the amount of his assessment is not an absolute 
standard of a ryot's solvency. Many cultivate the lands of 
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Wattandai’s or Inamders in addition to their Government holdings 
and the assessment does not show any addition for well irrigation, 
though the share in a well is a property of some value, and, as such, much 
sought in security for debt. Of the cultivators not included among 
the embarrassed class, some are in good circumstances, but the lowest 
stratum is but little removed from embarrassment ; continuous bad 
seasons or further fall in prices would rapidly swell the proportion 
of embarrassed to solvent ryots, for there is no hard line between the 
28 per cent involved and those above them. 

The extent to which land has been lost to the cultivating class 
cannot be determined with accuracy, for much land is held in mort- 
gage, of which the occupancy is not transferred to the sotvkar. In 
the villages scrutinised by the Commission in the Ahmednagar 
District, it was found that about one-eighth of the occupancies had on 
an average been transferred to sov^hira^ namely, that the direct assess- 
ment payable by sowJean for land was about one-eighth of the whole 
demand on the village, but this only represents the amount of land in 
their occupancy as Government tenants. The increasing extent to 
which land is passing from the Kunbi to the soiokar has been illus- 
trated above by the growth of the money-lender’s k/iatas. These 
properties have been acquired within the last 20 years, and for the most 
part within the last ten years. In 1854' there were six suits on 
mortgage bonds of immovable property in the Court of Talegaon in the 
disturbed district of Poona, of which four were against Kunbis ; in 
1872, there were 192 suits, of this descrii)tion, of which 143 were 
•against Kunbis. In the other courts having jurisdiction in the dis- 
turbed jwrtion of Poona, three decrees were issued on this class of suits 
in 1854, of which two were against Kunbis; in 1872, 98 decrees 
issued, of which 69 were against Kunbis. 

It is difficult to ascertain with any certainty the selling value 
of ordinary ryots’ occupancies in the region under report. There are 
few bona-fide sales for cash, the returns of the Registration record 
are valueless for this purpose, and the revenue sales of defaulters’ 
holdings are, for other reasons, little more reliable. The estimate 
may perhaps be hazarded that an average of seven years’ assessment 
of dry-crop land would be a good price to the seller at present. 
Irrigated land would fetch a much higher price, possibly up to 15 or 
20 years’ assessment. Taking the debt of the 12 villages dealt with 
above, lU. 1,94,242, we find it is due from occupancies of Es. 10,608, 
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assessment ; a liberal estimate of the selling value of these occupancies 
would not exceed an average of 10 j'^ears’ assessment, and it is plain 
that the debt is nearly double the capital value of the land to 
an ordinary purchaser. The solution of this apparent anomaly is that 
the amount of the debt ns represented in the bonds held by the 
kar is far more than the real value of the consideration which has 
passed, and the son' Jean in no case expect to be paid in full ; secondly, 
that the ryot’s land is often more valuable as security to the sotvkar than 
it is as an ordinary investment to a ])urchaser; for, Ihrough the great 
reluctance of the ryot to sever all connection with his land, the sowkar 
is able to exact more than the ordinary rent ; and thirdlj^, the land is 
not the only s(*(*urity which <he soirJcar holds ; the law gives him a 
command not only over the debtor’s immovable property, but over 
his labour and the labour of his family. 

The nature of the dealings. 

The transactions between soirJ'ar and ryot are all conducted 
by means of bonds ; an account current is hardly known. 
There is usually a debt of long standing, probably inherited, the 
interest of which makes a yearly debit. Besides this debit there 
are the retail transactions called in the vernacular “give and 
take’’, meaning that the debtor delivers his produc*'', or as much 
of it as he is obliged to deliver, to his creditor, and the creditor 
supplies his needs — clothing, assesment, seeds, food, and cash for 
miscellaneous expenses. Every now and then a larger item appears* 
on either side, a standing crop as yet unripe is perhaps sold after a 
valuation either to the creditor himself or another, — the creditor in 
the latter case getting the price paid, — or a pair of bullocks or cow 
and calf are given to the creditor on account ; against this the debtor 
draws occasionally a considerable sum for a marriage, for the purchase 
of land or bullocks or a standing crop, or for the digging of a well. 
Bonds are continually passed as the account progresses, sometimes a 
bond is taken as a deposit, and the debtor draws against it,* or, a small 
transaction is included in a larger bond and the debtor k to draw 
against the balance. 

Marwari sowkars keep accounts, but often only in the form 

„ , . of a memorandum book, money-knders not 

Sowkar’s accounts. , , . ^ i « 

belonging to the trading classes often keep 
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no accounts ; but with all, the bond is the recognized record 
of the transaction. Bonds are never or veiy rarely made for large 
amounts. MTien a large amount of debt has to be reduced to paper 
several bonds are drawn ; thus a debt of Rs. 175 will be represented 
by one bond of Rs. 100, another of Rs. 50, and a third of 

Rs. 25. Probably, the chief object of this arrangement is that the 
sowhar may have means to get a decree without much cost. A 

decree on the Rs. 25 bond will usually give him the power over the 

debtor that he requires to compel him to meet demands on 

account of the entire debt of Rs. 175, and will not cost so much. 
Moreover, interest usually ceases on a bond being converted into a 
decree, and it is not to the bond holder^s advantage to take a decree 
for the whole debt. When the debt has reached an amount for which 


Joint Security. 


Other mortgages. 


the ryot^s personal security is not sufficient, it is commonly converted 
into a mortgage of land ; where the ryot possesses 
Mortgages of land. ^ ^ share in a well, the well or share 

together with the irrigated land are preferred as security. Sometimes 
a joint security of another ryot of substance is 
Joint Security. added to the personal bond ; in such cases the 

joint surety usually has a direct interest in the loan, or as a near 
relation assists the debtor, or his security is purchased by private 
arrangement. Often before the mortgage of land is resorted to, there 
is a mortgage of the debtor^s house, bullocks. 
Other mortgages. crops, cart,, or other movable property. When 

bullocks ars mortgaged, the debtor has to pay for their hire which thus 

•becomes the interest of the loan. When the mortgage of land is 

completed it is usual in the Ahmednagar District for the right 

of occupancy to be transferred to the creditor 

Transfer of occu- Government books. This is not the 

pancy. 

case in Poona. It is not easy to trace the 
cause of this difference in the practice of the. two districts, but it 
is probable that the assessment being lower in Ahmednagar, there is 
more to be got out of Government land, and the Marwari, who has 
almost a monopoly of money-lending in Ahmednagar, is harder and 
more exacting in his terms than the sowkar of the Poona district, 
while at the same time the ryot is, it possible, more ignorant and help- 
less. It is not uncommon for the Ahmednagar ryot to continue 
paying the assessment of his land after he has transferred the right of 
occupancy to his mortgagee. 
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When the land has been tmnsferred by mortgage, the iowhaf al- 
most invariably commences by leaving the debtor 

Mortgage tenants. . j. x j j* i? . 

in oceuj)ation as tenant, and a term of mortgage 
exists in whjch the profits of the land really are all that is mortgaged, 
as the tenant is left in possession without any transfer or acknowledg- 
ment of the mortgagee’s right, so long as be delivers the produce 
yearly. On a failure of the fh'btor to deliver the produce the mort- 
gagee nsnally obtains possession. Sometimes the produce of the land 
is made to represent the interest of the loan, but more usually a specific 
rate of interest is cited in the mortgage bond. The debtor holds as 
tenant on every variety of terms and conditions. Often these are 
reduced to writing: either a h'ase or a deed cd’ partnership (as the 
vernacular name runs) or a simjde contract, wlicre a rent in money is 
stipidated. Often it will be foiind that the rent is adjusted 
to cov(‘r the inteivcst agreed on in the mortgage bond. As the 
amount of caj)ital in the mortgage bond is usually more than the 
value of the laud at 1 ‘2 per cent, interest, and as the rate of interest in 
the bond is usually at least 18 percent., it follows that the land will 
not yield the r(?quired sum, and thus the mortgagee constantly receives 
the full actual rent of tlie land, and in addition exacts bonds for the 
yearly deficit. Often the rent is settled in lind and the mtes arc 
mainly d(‘tormined by the j)Ower of the mortgagee to screw his tenant. 
One mortgagor tenant in his statement used the following words ; 
“I cultivate the land, but I have no right to take for my use any of 
the produce of the field.’^ Doubtless, under the hardest conditions,* 
the tenant does take something as was admittal by anothiT ryot, who 
was bound to hand over the entire produce of a field to his sowkar \ on 
the other hand, much land is held by mortgagor tenants in Poona at 
the usual rental terms, namely, half of gross produce of dry-crop and 
one-third of irrigated lands; the mortgagee paying the assessment, and 
seed and expenses being shared in the proportion of their respective 
interests in the crop. In Ahmednagar the sowkar has more power over 
liis debtor and trusts him less, and regular contracts as to rent are not so 
usual, but the tenant is expected to pay the assessment and expenses and 
hand over the rest of the produce. One regular contract is in evidence 
under which the mortgagor tenant had to pay the assessment and half 
the crop of irrigated land. Considering the expenses of such cultiva- 
tion this means tenancy with insufficient wages. On the other hand, 
a mortgagor tenant, whose bond was backed by a good seewrity, got 

a 
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his land to cultivate at one-fourth the produce, assessment ?«ind seed 
bein^ supplied in the proportions of the landlord and tenant^s ini^terests 
in the crop. When the tenant pays in kind, his payments may e€«ceed 
the amount of interest stipulated in the mortp;a^e bond ; but he keep! ' 
account of such payments, and the creditor was found in all cases enquir- 
ed into by the Commission to have no conception of his responsibility 
for accounts on this head. As the responsibility cannot be enforced 
by the ryot, it practically does not exist. Doubtless, most mortj^a^ee 
landlords have an account, but the ryot cannot <^et it without j^oinj? to 
court, which to him is out of the ([uestion. Another form of mort- 
gage, which is usually entered into only when the parties have come to 
a final settlement, is the transfer of the land to be enjoyed for a certain 
number of years in satisfaction of debt {vivum vadtum) it is usually 
found, however, that before the period has expired the mortgagee has 
establishcxl claims giving him a further lien on the land. A similar 
^ ^ , method of settlement by an instalment bond is 

gladly accepted by a debtor, but here again th(‘ 
failure to pay one instalment in a bad year usually gives the debt a 
fresh departure. As above stated, the soirkar as mortgagee landlord 
usually allows the ryot to cultivate the mortgaged land, and as 
long as the ryot is left in this relation to his Helds he accepts his 
fate without much bitterness. It often happens, howawer, that owing 
to default in payment by the tenant, or to better terms being offered 
by another, or to the cattle and implements of the tenant being sold in 
execution of a decree, it ceases to be the interest of the mortgagee 
to leave the cultivation in the tenant’s hands, and the land is then 
taken from him. 

Besides the^ security of the ryot^s personal credit, stock, and 
- , , , movables, house and lands, and the joint security 

of a surety, the labour of the ryot is also drawn 
into his dealings with the sowkar. This form of bond is not uncom- 
mon in Ahmednagar, the terms being that the debtor is to serve the 
sowkar j and that his wages are to l>e credited at the end of the year, 
or that a certain sum is to be worked out by service to the sowkar for 
a certain period. Sometimes the wife^s labour is also included in the 
bond. 

It is an almost universal practice to enter in bonds that '^no pay- 
ments are to be alleged by the debtor, unless they are certified 
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Stipnlation regarding » receipt under the creditor's signature,” or 
rooeipts in bonds, ^^that on payments being made, the bond-holder 

shall pass a receipt. As no instance has come to notice of a creditor 
giving a receipt for part-payments, it must be presumed that the 
former stipulation is inserted in order to deter the debtor from plead- 
ing part-payment when sued, and the latter stipulation to satisfy the 
debtor's desire to have something in the bond which shall make it the 
duty of the creditor to pass reeeijits. 

One of the most noticeable features of these soivkars'* dealings is 
All doalingH mv peculiar system of retail business which 

re<lucod to bonds. reduces all transaction.s, even the most trivial, 

to th(‘. form of written contracts. This system does not prevail to the 
same e.vU'iitin other parts of the presidency, where the account current 
is kept open until the balance has reached an amount which makes 
further security desirable. The invariable use of bonds in the region 
under rei)()rt is [irobably tiie result of the more precarious character of 
the ryot’s assets, due to his greater poverty and to the uncertainty 
of the climate, and it is an indication of the extent to which the 
characler of onlinary trade transactions has been affected by their 
alliance with a mone}'-lending business much of which is unsound. 
The ryot is constantly in great need, and has thus most limited choice 
in bis means of I’elief. The sowkar is sharp in business and fully 
understands the weak side of the Kunbi and the urgtiucy of his 
necessities. The terms upon which they deal are that every debit is to 
be protected by a bond gi^'ing the mwkar unlimited powers of 
recovery, and that the credit side is to he left to the honesty of the 
creditor. 



{^Exh'ucts /row Ihe Ftauhfr ComuNHHlint^s licporiy 

(PsLrt II, Chapter III, Section IV.~Pages 130-136.) 

No subject has been more strongly and freijuently i)ressed on our 
attention than the evil results which sprino* from the decree to which 
the landowners are sunk in debt, the asserted rajud increase of their 
indebtedness, and the difficulty they find in extricating themselves 
from such burdens. In some })arts of India, notably in the four 
districts of the Bombay Deccan and in the .Thansi district, their 
indebtedness has become so j^rievous that the Government has 
recently been led to take special steps for their rescue, and in other 
parts it has, at different times, intervened to ])rotect s])ecial classes 
whose ruin, otherwise unavoidable, it was thouo'ht necessaiy, on })olilical 
grounds, to ward off. On a toj)ic which has been so Jong and 
earnestly debated by every Indian administrator of inqiortance it 
is difficult to make any new suggestion. It was fully discussid last 
year in the Council of the Governor-General of India, and remedial 
measures were adopted which are still only in an ex j>eri mental stage, 
so that we can offer no conclusion based on the result of their actual 
operation j ))iit the subject is one of such gravity that the Famine 
Commission have felt bound to give it their most careful consideration. 

2. We have found no reason to believe that the agricultural popula- 
tion of India have at any known period of their history been generally 
free from debt, although individuals or classes may have fallen into 
deeper embarrassments under the British rule than was common 
under the Native dynasties which preceded it. It has been usual for 
the landholders in all times habitually to have transactions with the 
money-lender of their village, with whom they carry on a running 
account on friendly terms, taking from him advances for seed and 
food in the months preceding the harvest and handing over to him 
the greater part of their produce, fix>m the money proceeds of which 
he pays their dues to the State and places any balance to their credit. 
Under this arrangement the ignorant cultivator was relieved of much 
trouble and responsibility, and his payments to the Government were 
conducted for him by the money-lender or village-headman. His 
account might run on amicably for a long series of yeai’s unless 
extravagant expenditure on family ceremonies, or a failui*e of the 
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harvest from drought, should involve him in difficulties beyond his 
ability to meet. Even in such cases the money-lender would be 
deterred from extreme measures by ix)pular opinion, and by the 
knowledge that he could count on no support from the ruling authority 
in selling up and reducing to destitution a member of the class on 
which the payment of the land revenue de]>ended. Thus, though 
the cultivator (in the absiuice of any power of obtaining loans on the 
security of his holding) was never dee[)ly involved, he was seldom 
free from debt, and lived the life of a contented serf, exempt from 
the risks and responsibilities which accompany the possession of 
independent rights, but also without any stimulus to raise himself 
or improve his position. 

3. The changes which have been introduced under the British 
Administration are for the most part those which will always occur 
in the progressive develoi)ment of social life from a simple to a 
more advanced stage. Of these changes those which have affected 
the landed classes consist chiefly in their admission by the State to 
better defined rights of property in their holdings, combined with the 
more (‘omplete recognition of the force of contraxds, and the obligation 
on the courts of justice to enforce them. It is to be expected 
in every forward movement in the education of a ])cople that while 
the result is beueficial to the country as a whole, some classes or 
individuals will fail to display the qualities needed to benefit by the 
advantages offered, and will suffer inconvenience under the novel 
circumstances to whicli they arc uiialile to adapt themselves. 'But 
although a section of tlie landholders has thus suffered, we ought not 
to overlook the fact that the class as a whole has 2)ros[Xjred under 
British Administration, and that the more enterprising and substantial 
landowners have greatly benefited by the enlargement of their 
proprietary lights, and by the moderation with which the land 
revenue is now assessed. 

4. We learn from evidence collected from all jiarts of India that 
about one-third of the landholding class are deeply and inextiicably 
in debt, and that at least an equal pro|K)rtion are in debt, though not 
beyond the jxiwer of recovering themselves. It is commonly obseiwed 
that landholders are raoi’e indebted than tenants with oecui>aney rights, 
and tenants with rights, than tenaiits-at-will, a result obviously 
attributable to the fact that the classes which have the best socuiity ^ 
to offer are the most eligible customers of the money-'leQderft* 
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It does not appear that in this respect one province greatly diffei’s 
from another, but certain localities are from special circumstances 
either above or below the avemge condition. Thus, in the Punjab, 
the canal-irrigated tracts are stated to be highly prosperous ; 
in Eastern Bengal, the ])i'ofits of jute cultivation have enriched 
the cultivating tenants ; in the Central IVovinces, the land 
holders have profited in the same way by high })rices of cotton and 
large exports since the American War; in Madras, the ryots of the 
deltas arc in easy circumstances. On the other hand, the precarious 
out-turn of the cro[)s, with other adverse circumstances, has grievously 
depressed the landholders of the Bond>ay Deccan and the adjoining 
districts of Madras, as well as those of the somewhat similar region of 
Jhansi; and many of the talukdars of Oudh, of Sindh, and of Guzerat 
without such excuse, have been led by a course of extravagance into a 
state of bankruptcy, to relieve them from the consequences of which 
special legislative measures have been fiumed. 

5. AVith regard to the creditors of the landed classes \vc are 
informed that in the more prosperous j)arts of tlu^ country the subs- 
tantial landowmers are themselves engaged in money-lending, and that 
neither tliey nor the professional money-lenders of the better class often 
employ the agency of the Civil Courts against their debtors. But it 
has happened in some cases that when a district has fallen into depres- 
sion, it has attracted an inferior class of foreign usurers, who have no 
scruples in using every means o[)en to them to secure a profit on hazar- 
dous ti'ansaetions, and who, working entirely through the machinery of 
tfie Courts, are not inclined fo cultivate sympathetic relations with the 
2 )eopte, by whom they are detested in turn. It is not probable that the 
gains of these usurers are excessive, but they are exacted with the 
utmost degree of friction, hostility, and suffering, with tlie unfortunate 
result of attaching odium to the civil tribunals. 

0. However just may be the terms of abhorrence applied to the 
Marwari,^^ or foreign usurer, it must be remembered that he is tlie 
product of a diseased condition of the community. The like condemna- 
tion must not be extended to the village banker of the better 
class, with whose useful services the rural communities of India have 
at no time been able to dispense. Any violent inteiference wdtli the 
legitimate business of the rural banlcer would be disastrous, as it would 
tesuhi in the calling- in of all agricultural loans, and the transfer of this 
to some other field of investment. The State should rather 
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assist him in his transactions so far as they are should afford 

additional facilities for the recovery of reasonable claims, and should 
thus induce him to make loans at a lower rate of interest than that 
which now jn’cvails, under the custom establisljed under Native rule 
when the security was very inferior. The aim of all remedial measures 
as regards the landholders should he to make his dealings with his 
banker fair and open, and while protecting* him from extortion o^ op- 
pressive measures of coercion, to constmin him to pay his just debts to 
the full extent of his means, but by less cruel and ruinous ex])edients 
than imprisonment or the sale of all he possesses. The means ayail- 
able to those ends are cheap and accessible courts which shall ^iye full 
consideration to the ecpiity of every claim, and a sim])le method of 
reeoverins^ debts. 

7. The origin of debt amon," the landed classes is traceable to 
various causes, amon^ which the most ])rominent are the failure of 
crops from drought, exj)enditure on rnarria<?e or other ceremonies, 
general thriftlessness, an im])rovident use of sudden inflations of credit, 
the exactions of an op])ressive body of middlemen, and adrainistmtiye 
errors, such as unsuitable revenue settlements ; and debt once incurred 
very ra])idly ^rows with exorbitant i*ates of interest. Tn so far as the 
causes of indebtedness lie in the inherited tendencies of the peo])le, such 
as want of forethought, and readiness to promise anything in the 
future in order to secure present ^’ratification, no remedies are possible, 
except throufljh the spread of education, the f^mdual j^rowth of provi- 
dent and self-denyiniy qualities under the influence of painful experi- 
ence, and the success of the stronf^er and thriftier individuals in the' 
struflfgle for life. It is obvious that there is dan^^er lest any inteiwen- 
tion of Goyernment should hinder the "rov^i-h of such qualities, or 
protect the weak and foolish too completely against the consequences 
of their own action. But where the misfortunes of the landholders 
have ensued on the introduction of novel institutions, some- 
what too advanced for their present stage of intelligence and 
forethought, it is the duty of the Government, for a time at least, 
to moderate the strigency of the action of those institutions; 
and this has commonly been the object of the remedies which have 
been suggested. 

8. Amor^ the administrative measures by which indebtedness 
is alleged to have been caused, is the system of rigid and regular 
collection of the land revenue. Seeing the very small proportioij 
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which the land revenue bears to the p^ross j^rodiice of the land, there 
cannot be much foundation for this view, thoup^h numerous instances 
have been ^n’ven of men avIio in times of calamity have been forced 
to borrow, and ‘ who have never been able to 'recover themselves 
afterwards ; and it is to ])revent such a misfortune as this that we 
have already I’ccommended that on such occasions p^reater leniency 
should be shown in postponinp; the demand till better times. But we 
think that too much weight slioidd not be attributed to this cause; 
the fact that landowners wlio have no land revenue, or only a lip^ht 
quit-rent to pay, are often also dee])ly embarrassed, ])roves, if indeed 
it recjuired [)roof, that the payment of the land revenue is not the 
main cause of debt. If a man spends all his income on himself, and 
borrows to pay his rent or taxes, it can hardly be said that his 
indebtedness is due to the fact of his having* rent and taxes to ])ay, 
when these char<jes bear so lip»’ht a proportion to income as the land 
revenue does to the pjross out-turn of the land. 

9. It has, a^’ain, been allep^ed that the action of the Civil Courts 
has contributed to the indebtedness of the ap^ricultural classes, and 
various suj^pjestions have been made for constituting tribunals and a 
procedure which inny provide more effectually against this result. 
Sufficient regard is not, it is said, in all cases, ])aid to those equitable 
consideiutions which are of such essential imj)ortance in the adjudica- 
tion of disjaitcs in which the ignorance, improvidence, or the necessity 
of the one ])arty, places him at the mercy of the superior intelligence 
and resources of the other. Contracts, the extravagant onc-sideHlness 
df vrliich bes|)eaks a sense of ho|)eless weakness on the one side, and a 
spirit of unscru[)ulous exaction on the other, have been enforced by 
the Civil Courts with too mechanical an adherence to the letter of the 
law, and too little regard to the circumstances of the imrties and the 
substantial merit/S of tlie case. Native customs which temperecl the 
severity of contracts, such, for instance, as that which restrained the 
ratp or amount of interest, have been swept away, and a rigid and 
elaborate legal system has too often ))roved only an additional instru- 
ment of oppression in the hands of the more wealthy or better 
instructed litigant, and an additional cause of ruin to the impoverished 
agriculturist. 

10. Seveial alterations have, however, within the last few years, 
made in the Code of Civil Procedure with a view to providing 

adequately for the relief of insolvent debtors, to guardit^ against 
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the oppressive use of the machinery for executing? decrees, and 
especially miti^atinii^ the harshness of its operation as regards 
agriculturists. Tools, implements of husbandry, the cattle necessary 
for tillage, the materials of liis house are in tlie case of an agricultural 
defendant exem])tecl from attachment or sale in execution of decree. 
The district officer is furtlier empowered to rej)resent to the Court 
tliat the sale of land in execution of decree is objectionable, and that 
the decree can be satisfied by tempoiary alienation or management, 
and thereupon the Court may authorise such satisfaction. Another 
jirovision enables the Go\-ernment in any particular area to tmnsfer 
the exoention of sueli decree'^ as involve tlie sale of land to the 
district officer, wlio is thereupon invested with authority to deal 
with tlie land, adopting various courses for satisfying the decree, and 
av(/iding the necessity, except in the last re.sorf, of an execution sale. 
The Government, the High Courts, and other superior tribunals will 
no doubt continue to watch with care the ojicmtion of the law, and to 
take every ]irecaution against its abuse. 

11. Some evidence >vas brought before us in favour of a simple 
and inexj^ensive system of settling disputes by the agency of unpaid 
arbitrators, and it vas suggested that in this way relief might be 
afforded to agricultural debtors. We observe, however, the existing 
law makes amjile provision for recognising references 1o arbitration by 
consent of the parties, and for giving to the awards df arbitrators so 
appointed the form of a decree. It has not, however, been found 
tliat this mode of settling disputes is generally ]X)pular; and we 
were informed that recent changes in the Stamp Law, by which a 
heavier fee than before is imjwsed in submissions to arbitration and 
awards of arbitrators, will tend still further to discourage resort to 
this mode of adjustment. If this prove to be the case, it would be 
matter for consideration whether the Stamp Law might not with 
advantage be altered in this res[)ect. Arbitration, other than that by 
consent of the parties, stands, of coui-se, on an altogether different 
footing, and their is no reason to suppose that it would be for the 
benefit of any class of litigant. On the contrary, it would be likely 
to open the door to much of that corruption which is so serious a 
difficulty in the administration of justice in India. The Civil Courts 
are strictly controlled and supervised, and are, whatever their other 
imperfections, incomparably purer than any tribunal before known in 
India ; nor is it probable that an ecpially high standard of purity* 
4 
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would be attained by recourse to a less exact procedure and less 
responsible agency. 

12. The two most im]X)rtanl. cases to which the attention of 
Goverment has recently been called by evidences of s])ecial distress are 
those of Jhansi and the Bombay Deccan districts. In both of these 
the popular tendencies to indebtedness are said to have acquired an 
increased power for mischief undcu* the novel circumstances created by 
“the fatal gift of transferable rights in the soil, and the 6‘stahlishment 
of Civil Courts in an ignorant pojmlation.” In both, the ruin of the 
land-owners has been j)reci])itated by the harsh and extortionate 
practices of an inferior class of money-lenders. In the case of Jhansi, 
remedial measures are still under consideration, but for the four 
Deccan districts a s])eeial remeady has been devis(‘d and is now on 
trial. 

13. The facts of the case whicli the A.ct for the relief of indebted 
agriculturists in certain parts of the Deccan was designed to meet, 
explain how a rural poj)ulation may sink below the level of average 
prosperity. Much of the soil is poor, the rainfull ca})rieious, and the 
out-turn of the harvest liable to violent fluctuations. The conditions 
which prevailed in the Deccan under Mali rat ta rule were unfavourable 
to steady industry, and the present generation has come within the 
influence of a most exceptional disturbance of prices. A sudden rise in 
the value of cotton at the time of the American War occasioned a 
vast inflation of credit, which was fed by a eorresjxmding influx 
of capital seeking investment, whereby the landholders, under cover 
of the proprietary rights they had acquired, were tempted to 
improvident borrowing. Being deficient in the qualities of 
forethought, energy, and self-reliance, they were thus laid 
open to new dangers, while their improvident habits were such 
that the low unvarying revenue assessments of our Government 
brought them no advantage. The extravagant habits engendered by 
this temporary prosperity were not easily laid aside, and the subsequent 
collapse in prices, combined with bad seasons, threw them into debt. 
As indebtedness became more hopeless and inextricable, the money- 
lender resorted more freely to the aid of legal process, and the debtors, 
exasperated at the invasion of their cherished rights in their holdings, 
were driven to despair, and finally on several occasions to rioting and 
violence. The proportion of land-owners seriously embarrassed does 
not appear to exceed 80 per cent., but the amount of debt in proportion 
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to income is heavier than that stateil to exist in other provinces, 
and about two-thirds of the debt is saul to be secured by mortgages 
of land. 

I I. ily the Act which has recently come into force for the relief 
of the Deccan agriculturists, village registrars are to be apjx)inted, 
before whom agriculturists are to execute all instruments relating to 
obligations for the payment of money or charges on property, and all 
conveyances and leases : any deed not thus registered and attested is 
not to be deemed valid. Agriculturists are entitled to demand receipts 
for all payments, as well as yearly statements of account, or pass- 
books in which their account shall be written and attested by the 
money-lender. The local (lovernment is empowered to appoint » 
village munsiffs, with jurisdiction in small suits of which the subject- 
matter does !iot exceed ten rupees, a system which has been found to 
work well in the Madras Presidency. Suits of larger value will be 
tried by additional subordinate judges who, when the defendant is an 
agriculturist, will, as a rule, impure fully into the history of the debt, 
take a se})arate account of principal and interest, credit the debtor 
with any money repaid, disallow all interest which the Court deems 
unreasonable, follow, in decreeing the amount due, the principle of 
Hindu Jjaw known as daw (lujmfy under which the interest must not 
exceed the principal, and fix instalments for the payment of the sum 
decreed. The Government will doubtless exercise the pc*wers provided 
by law for reducing the ex])ense of stamps and fees in these 
Courts. If the decree is for less than 50 Rupees the Court may 
discharge the agriculturist at once on payment of as much as he is able ' 
to pay. If the defendant is found to owe 50 Rupees, or upwards the 
Court may treat him as an insolvent, and any agriculturist whose 
debts are of similar amount may be declared an insolvent on his own 
application. In such ease all claims against him are called in, and 
the amount to be recovered from him is ascertained by inquiry into 
the history of them all. No agriculturist can be arrested or imprison- 
ed in executio|> of a decree for money, nor can his immoveable 
property be attached or sold unless it has been specifically mortgaged, , 
In the latter case the Court may direct the Collector to let the 
property for a period not exceeding 20 years, if thereby a premium 
can be obtained equal to the amount of the secured debt, or otherwise 
to sell it. If the debts are not secured by mortgage, the Court may 
direct the collector to manage any immoveable property (other tha^ 
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houses or buildings) not requiretl for the snpixu't of the insolvent and 
his family, for a j^eriod not exceed in**: seven years, and the proceeds to 
be divided amon^ the creditors. Tt is understood, thouodi the case is 
not directly ])rovided for in the law, that it is the intention that the 
a^nculturist should, whenever ])ossible, be retained as cultivator of the 
managed proj^erty paying a reasonable ractk-rent under suitable 
])recautions. While any property is in the collector’s hands the insol- 
vent is not allowed to encumber or alienate it. 

15. Exi)erience will show whether, after the mass of existing 
debt is disposed of under these provisions, the money-lenders will 
withdraw their ca])ital beyond the reach of the Act. Some uncertainly 
f is felt on this subject, but th(‘re seems no reason to doubt the assertion 
of many native witnesses, including village bankers, that the 
creditors are pre[)arcd to make large saeritices in return for the inter- 
position* of (Tovcrninent to effect promjd recoveiy of th(‘ir money, and 
the measure will at any rate have the eifeet of clearing off the 
existing burthen of debt. 

It). The Deccan lliots Act has been passed so recently that we 
have no information as to how it is found to work in practice, and 
such experience can be the only safe guide in this subject ; but if this 
proves satisfactor\', the principles embodied in it might, with advantage, 
be applied to other jiarts of India. Two oi' the princijdes contained 
in the Act may |)erhaps be singled out for especial reference. The 
multiplication of small village Courts, })resided over by the village 
headmen, and of village registrars, before whom all bonds for debt 
’* must be executed, would probably be of good effect in all jmrts of the 
country. Considenng that of the 1,400,000 suits annually disposed 
of by the Courts of British India, 1,200,000, or 85 per cent., are for 
sums under Rs. 100, and 0^30,000, or 44 per cent., for sums under 
Rs. 20, a strong pn'ma facie case appears to he made out for tribunals 
which shall disjiose quickly, easily, and cheaply, and by a procedure 
suitable to the wants of a humble order of litigants, of a vast mass 
of petty litigation. Village tribunals of this descripti^i already exist 
in the Madras Presidency, and we are glad to know that the Govem- 
ment of India has invited the various local administrations to consider 
how far it may be ^wssible or desirable to extend the Madras system 
to other provinces. 

17. The second is the creation of S 2 >ecial courts with a procedure 
specially devised to take up and dispose effectually of cases of this 
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kiiBl. Wherever the indebtedness of the land -owners has assumed 
serious pro}ioi*tions, the appointment of special CouiTs to examine into 
their debts, to reduce their amount to the sum ecpiitably duo, and to fix 
instalments wliicli would pay the debt off in a j^iven number of years, 
at a lute of interest pro])ortionate to the diminished risk, would api)ear 
to be the only effectual way in which (Jovernment can remedy the 
evil. 

18. It is, we think, deserving* of considemtion whether the 
existing law of eontmct and the rules of procedure provide adequately 
for the case of th’c i^noi'ant peasants in any tmusactions which goes 
beyond the sco[)e of their ordinary life. It is characteristic of these 
classes to promise anything, to submit to any condition for the 
future, if only relief for the present can be secured ; and it is in dealing 
with such cases that the Indian Courts are said to fail in ])roviding 
adequate i)rotection. The Contmct Act does, we understand, mention 
certain specific grounds, such as mistake, fraud, or undue influence, on 
which contracts may be disputed ; and the genei’al duty of following 
“ justice, equity and good conscience ”, which lias at all times been 
enjoined on Indian (/ourts, renders it obligatory on every judge to 
secure, as far as iM)ssible, the interests of justice, in its highest sense, 
between the parties before him. Ilut if it be the case that this 
obligation is sometimes insufficiently recognised, it would be well 
that the language ot the law on this subject should be ^’endered more 
explicit and the duty of the judge be more distinctly pointeti out. 
Instances were brought to our notice in wliich bonds, the terms of which 
were in a high degree suspicious, have, on the mere admission of, 
signature by the defendant, been, without further inquiry, made the basis 
of a decree which involved most unfair advantage to the* one [larty and 
the total ruin of the other. It should, we think, be expressly enjoined 
ou the judge to satisfy himself that the defendant was fully alive to 
the character of the tmnsaction, that the bargain was not extorted in a 
moment of extreme necessity, that the relations of the imiTies were such 
as to leave each a free agent, and generally to apjily to the contract 
all those consideiutions which the scruples of English equity judges 
have interposed between improvidence and those who would fain turn 
it to their own advantage. 

19. We advocate, however, one modifleation of the Bombay Act 
in respect of the provision which, if the land has been specifically 
mortgaged, necessitates its alienation, temporary or permanent, jfrw 



INDEBTEDNESS OE THE EANH*HOLDINU VEABSEH. 

the management of the mortgagor. Tliis provision is severer than 
that of the amended Civil Code under which the collector may liqui- 
date a decree by managing the land, for a term not exceeding ^0 years 
through another ; that ^^othei*^^ being, if the collector thinks fit, the 
mortgagor himself, who may then be kept on as the cultivator of the 
land. If the debtor is turned out, and the laud is let to another person 
for a term of years, at the expiry of that' term the debtor will re-enter 
Avith no increased sense of the importance of thrift, but with additional 
incapacity, through the disuse of years, for managing the land. M e 
therefore recommend that in all such cases the ])rinci])le should be 
followed of paying oft’ tlie debt by instalments, the land remaining in 
the hands of the debtor and being managed by him, on payment of a 
full rent, the excess of which above the r(‘veniie would go towards the 
liquidation o(‘ the debt; such payments being collected from him by 
the Revenue (\)urts along with tlu^ land revenue, and being made over 
every half year to the creditor. In the event of the debtor s failure to 
carry out such an arrangement, and to pay the instalments thus fixed 
unless he is prevented by drought or any other exceptional calamity, 
he should be ejecteil and his rights in the holding sold, when it may 
be hoped that he would be replactnl by a better and more thrifty man. 

20. As a supplement to cheap and accessible Civil Courts, the 
assistance of the Revenue officials in the repayment of agricultural debt 
is probably the greatest benefit to both debtor and creditor which the 
Government is able to offer. The Revenue officers are possessed alike 
of the means of ascertaining what the debtor could ])ay, and of realiz- 
*ing the instalments of his debt with the minimum of cost and risk to 
the creditor. In Upi^er India, a Zemindar who has a gross rental of 
Rs. 100 pays Rs. 50 as land revenue, and about Rs. 1 5 in cesses. 
-Rs. 10 must be set aside for the vicissitudes of the season, and Rs. 25 
may be taken as the minimum annual profit he receives as a proprietor. 
In the majority of cases he himself cultivates a portion of the estate ; 
if, .then, he is content to imy a cultivator’s rent, and to live on a culti- 
vatbr’s profit, he is able to pay his whole proprietary profit, or Rs. 25 
a year, or 50 per cent on his government revenue, in liquidation of his 
debts. Such an instalment will clear off a debt of Rs. 100 at 12 per 
cent in 6 years, or of Rs. 200 at 9 i>er cent in 14 years. In Southern 
India the margin between the Government rates and a full rent is 
probably not so great, but the Revenue autliorities would decide 
what the average profits of a ryot axe. On such considerations the 
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instalments should be fixed, and when fixed they might be collected 
with the land revenue and paid over to the creditor, who would 
thus be freed from all trouble in executing his decree, and from 
almost all risk. 

21. The risk being thus lowered, it is but reasonable that the 
rate of interest should be raluced ; and this is an essential part of 
any scheme for paying off large amounts of debt. It may not be 
wise tn fix by law the limits of rates of Interest which the Court shall 
decree, but it would seem desirable that the local Government should 
be authorised to indicate to the Courts the maximum and minimum 
rates that should, with a general reference to the value of money, 
ordinarily be ])aid. At ]>resent 2 t and 80 })er cent, are commonly 
paid by agriculturists, — rates which would be fatal to successful agricul- 
tural enterprise in any country. Six per cent, is the mte now usually 
paid by Native merchants when they borrow from each other as a 
temi)orary convenience, anti something above this may be necessary 
in India in the case of profits de])endent on the land and the weather, 
but the object should be not to recognise any rate in excess of 
that which would be reasonable, having in view the character of 
the security offered. 

22. The same ])rinciple adojded for dealing with existing debt might 
also be applied in the cases of new loans raised by owners of unen- 
cumbered estates. A mortgage need not be an agreement entered into 
privately, and on very onerous terms, between the money-lender, 
taking all risks, and the landowner, assenting to terras he does not 
understand, but might, with advantage to both parties, rather be an 
agreement openly made between them before the Collector, and on 
terms sanctioned and to be enforced by him. Any mortgage not so 
made would rank only as a simple unsecured debt, and no cognizance of 
it would bo taken by the Court which alone would have jurisdiction 
in respect of landed debts. Personal and unsecured debts would not 
be put beyond the pale of the law, but decress for them would not be 
liable to be executed against the land. In special tracts it might be 
thought advisable that the Collector should be empowered to refuse his 
sanction to a loan incurred for an extrvagant or merely ceremonial pur- 
pose, or for any cause but one of agricultural improvement or necessily, 

28. The landholder would in such case execute an agreement before 
the Collector, or the Court which deals with agricultural debts, to repay 
the loan, principal and interest, in an appointed number of instalments, 
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which would be collected from him in the same way as the land 
revenue, next after any sums due to the Government. The estates on 
which such loans are secured should be free from other encumbrances, 
and it should probably be enacted that no claims on the land should be 
recovered except by the Collector as above stated, and that he should 
recover none except those thus openly arranj^ed before him. The 
landholder would be required to surrender his ri^ht of transfer or sale 
while his holding is thus charo*ed. His power of improvident borrow- 
in<y would certainly be restricted, but he would be protected from the 
danj^er of losing his land, while the creditor would have ^ood security u]) 
to a certain definite and calculable limit, and \vould be able to lend at 
moderate interest. If a landholder is unable to offer the security 
necessary to enable him to obtain a loan on these terms, we would not 
withdraw his ]X)wer to sell his rij^^hts. Nor would we be understood 
to recommend any intei’fcrence with the free ti-ansfer of landeil pro- 
perty, or with the rate of interest, excej)t in cases where, and so lonoj 
as, the condition of the landholdin*? community presents unhealthy 
symptoms which seem remediable by such expedients. 



[ Edraets from the Famine Commmion’t Report, 1901.'] 

(Part III, Section VI.— Page* 106-111) 

INDEBTEDNESS IN THE BOMBAY PRESIDENCY. 

3iJ6. The indebtedness of the Bombay ryot has for many years 
engaged the earnest attention of the Supreme and Provincial Govern- 
ments. We agree with the analysis of the causes of such indebtedness 
made by the Deccan Riots Commission ; but we desire to call special 
attention to the agmrian system introduced by the Survey Settlement 
as an accentuating cause of indebtedness, and more especially to the 
unrestricted right of the cultivators to transfer their holdings which 
the Survey Settlement recognised. A brief exposition of the leading 
features of this agrarian system is necessary to explain our meaning. 

327. The salient features of the system are, {a) the creation of a 
territorial unit of land revenue assessment, which is called ‘the field ' ; 
(d) the assessment of land revenue on each ‘field' independently, each 
thus becoming a separate holding; (c) the recognition of the recorded 
oecupaiit of ‘the field’ as possessing complete proprietary rights over 
it, subject only to the payment of the revenue or tax assessed on it; 
and, (d) the punctual recovery of the tax from the recorded occupant 
in bad years as in good. 

328. The system was devised for small cultivators ; there was no ^ 
intention to]|create large holdings. “There would seem,” wrote Captain 
Wingate, one of the authors of the system, “to be few grounds for 
anticipating the establishment of wealthy agriculturists cultivating 
large farms under any circumstances in India. Our measures have 
to be framed for the class of small farmers who now prevail univer- 
sally.” Accordingly, the ‘field’ was designed to contain “the extent 
of land capable of being cultivaiod by a pair of bullocks.” This was 
the theory; but the facts of existing holdings and their boundaries 
were accepted and fitted, as best might be, into the new scheme* 

329. The recorded occupier of each ‘field’ under the Survey Settle- 
ment became the recognized owner, subject to the payment of a 
moderate land tax. His rights as owner were, says Captain Wingate, 
^‘absolutely free from all conditions except the simple one of 
discharging the Government tax.” But this condition was to be 
rigidly enforced. In the discussions which preceded the adopdon 

B 
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of the principles of the Joint Eeport,” which is the basis of the 
Bombay Eevenue system, the advantages of elasticity in the 
collection of the land tax did not escape notice. But, nevertheless, 
a leading principle of the Revenue system, as finally established, was 
that, in view of the moderation of the assessment, sufficient elasticity 
was given by making the assessment of each 'field* separate, and 
by giving the registered occupant complete power of transfer or^ 
relinquishment over his^' field/ 

830. A strong tenure of this sort held at a low assessment was a 
very valuable property ; and it is easy to see now that it would have 
been wise to have kept a vigilant watch over the use which an ignomnt 
and unthrifty peasantry was making of it. But the authors of the 
system held that the best way "to excite the cultivator to indepen- 
dence and to create agricultural capital** was "to exempt him as 
much as possible from the pupilage to, and surveillance of, Government 
officers.** There was, it was said, "an obvious advantage to get land 
out of the hands of the cultivators unable to pay their way and to 
transfer it to cultivators with more capital.* * * As the customs and 
native revenue systems of India are adverse to land transfers, it is 
therefore all the more necessary to adopt measures for gmng them 
effect.** Accordingly it was decided that there should be no inter- 
ference by Government officers with the people, and that no enquiries 
should be made regarding the financial condition of the cultivators. 

331. Thus things were left to take their own course; and the 
‘ result was, — as invariably happens when an ignorant and improvident 

peasantry can dispose, without restriction, of valuable rights in land — 
that the cultivators sank deeper into debt, and their property began to 
pass out of their hands. It must be admitted that the conditions on 
which, under the Revenue System, the cultivators held their lands 
helped to bring this result about. The rigidity of the revenue system 
forced them into debt, while the valuable property which they held 
inade it easy to borrow. 

332. This is the state of things to-day, and while it remaina 
unaltered, indebtedness in the Bombay Presidency must continue and 
increase. 

333. We desire to guard ourselves against the supposition that 
we impute want of care or solicitude for the people’s interest to the 

' ' authors of the Bombay revenue system. The authors of that system 
were men of ability, humanity, and zeal for the public good, 
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nothing is further from our thoughts than to impugn the excellence 
of their intentions. What we wish to point out is that their inten- 
tions have not been fulfilled. They expected the accumulation of 
agricultural capital ; but their plans did not promote thrift, nor did 
they conduce to the indei)endcnce of the ryot. They looked for the 
capitalist cultivator ; and we find the sowJcar^s serf. 

834. On the extent of the indebtedness of the Bombay cultivators 

no precise official information, we believe, exists; but there are 
materials for a probable estimate. We know that the Deccan Riots 
Commission of 1875 found that “about one-third of the 

occupants of Government land are embarrassed with debt; that their 
debts average about 18 times their assessment ; and, that nearly two- 
thirds of the debt is secured by mortgage of the land." We also 
know that the money-lenders, in the villages visited by the Commission, 
paid about one-eighth of the whole land revenue — their property 
having been acquired within the preceding tAventy, and for the most 
part the preceding ten, years — while it was notorious that the private 
transfers of land were, in most cases, not recorded. The 
Commission of 1891 found that, within the preceding eight 
years, land paying 10 per cent, of the revenue in the 

districts which they visited, had been sold, two-fifths going to 
money-lenders ; while lands paying 1 7 i per cent, of the , revenue had 
been mortgaged, four-sevenths going to the sowJcars. In nis evidence 
before us, the Chief Secretary to the Bombay Government said that 
28 per cent, of the land in Broaoh had passed into the possession of 
the money-lending classes ; and from a report of the Collector of 
Ahmedabad it appears that, in his district expropriation of the old 
owners has also made considerable way. Taking all these statements 
into account, and comparing them with the evidence we have recorded, 
we think it probable that at least one-fourth of the cultivators in the 
Bombay Presidency have lost possession of their lands ; that less than 
a fifth are free from debt ; and that the remainder are indebted to a 
greater or less extent. 

835. It is unnecessary to retrace here the efforts which since 1875 
have been made to remedy this lamentable state of things. Commis* 
flibils have sat and reported; Acts of the Legislature have been 
pe^Bsed and amended ; executive action of various sorts has been taken. 
But, of all, the result has been disappointment. Comparing the 
atatistioe of sales and mortgages in the four districts to which the 
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Eelief Acts have applied with the corresponding figures in non-Act 
districts, and weighing the evidence of the witnesses on the point, 
we form the conclusion that these Acts have done but little substantial 
good. Indeed, there is positively room for holding — and statistics 
show — ^that transfers of property, both by sale and mortgage, have 
become more frequent in districts to which the relief Acte apply. We 
therefore think that the time for palliative measures has passed, and 
that the hour has come for recognizing facts as they exist, and for 
applying those measures which the facts demand, no matter how 
unwelcome may be the disillusionment that they may bring. 

836. The cultivators, whose names are recorded, may, for the 
purpose in hand, be divided into three classes : — (1) those who have 
completely lost their lands ; (2) those who have only mortgaged their 
rights; and (8) those who are free from debt. We are only concerned 
with the first and second classes. 

387. It is a curious, but common, practice in Bombay for the 
money-lender owner to maintain the name of a cultivator of the first 
class on the village jiroprietary register, and to keep his own name 
off it. The motive for such action is suggested in paiagraphs 70 and 
77 of the Report of the Deccan Riots Commission, which also inci- 
dentally explain why such a large portion of the land revenue in the 
Bombay Presidency is paid by money-lenders : — 

“Instances of the redemption of mortgage are almost unknown ; a mortgage 
if equivalent to a transfer of the ryot’s title, his interest in the mortgaged land, 
vriMre, as is usual, he remains upon it as cultivating for the mortgagee, being that of 
a tenant at a rack-rent,* • * The ryot's land is often more valuable as security to 
. the sowhar than it is an ordinary investment to,u a purchaser ; for, through the great 
reluctance of the ryot to sever all connection with his land, the soioTcar is able to 
exact more than the ordinary rent, and, besides, the land is not the only security 
which the sowlcar holds j the law gives him command not only over the debtoris 
movable property, but over his labour and the labour of his famfly." 

888. Now^ we urge that the mainteuanoe of the old owner’s name 
on the register has inconvenient results in many directions. The first 
of these is that, the register is not a record of actual facts as it should 
be ; and, from this it follows that the demand for* the land 
revenue is made upon a person who is not actually responsible for 
the payment of it; that an opportunity is, thus, given for the 
exwsige by untrustworthy subordinate officials of powers which are 
susoeptible of great abuse; that the capitalist owner is exempted from 
dtmctiiy hearmg ^ose responsibilities which the possession of property 
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should impose ; and that the Government is prevented from proteotine 
the actual cultivator, i.e., the expropriated owner, by a Tenancy Law. 
Moreover, there is reason for believing that the refusal to recogniM 
actual facts in this connection has positively contributed to the people's 
indebtedness. It is in evidence that the marwart or alien class of 
money-lender, the most exacting of all, does not care to stand forth 
as owner and cultivate the Land. Had money-lenders of this class 
been compelled to record their names, had the duties of proprietorship 
been enforced against them, and had their sub-tenants been protected 
against excessive rack-renting, these money-lenders would probably 

have concluded that laud was a less desirable investment than it has 

been and is. 

339. Two ways of dealing with this first class of cases suggest 
themselves, for we put aside as Utopian the re-purchase of the old 

holdings by the State. One is to reinstate the old ownere by roming 

to a composition with the de facto owners, and by arranging or t e 
payment of the latter’s claims by instalments. This method would, 
we gather, be acceptable to Bombay opinion, and, if a prwticable 
means of enforcing it can be devised, it would no doubt be in eVOTy 
way desirable. But we fear that, at best, it holds out but a slender 
hope of success. There are no possible means by which the de facto 
owners can be compelled to part with their property : while even a 
liquidation based on consent could hardly be elected within any 
measurable period of time. 

340. Failing such a scheme, one practicable method of dealing 
with this class of cases seems to us to be to recognize the facte, te 
• record the money-lenders for what they are, namely, the owners of t e 
land which has passed away from the tenants, and to protect the latter 
from rack-renting by a suitable Tenancy Act. There isumversal 
agreement that the expropriated owner has, as a rule, sunk to the ^ 

dition of a mere serf, tilling the land and making over the ptodnoe 

to the owner. In good years he lias nothing to hope for except a 
bare subsistence; m bad years, like last year, be falls back on puMic 

eharity« 

341. In regard to the cultivators of the second class who are m 
yet the owners of their holdings, and in respect of whom the mo^' 
lender is still merely ft mortgagee, the situation is different. TW, 
pwUern is how to preserve to the ryoU their rights in their bolding^ 
whieh are fast slipping from their grasp. Here ^ 
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measures called for are of a legislative as well as of an executive 
character. The executive measures are the introduction of elasticity 
in the collection of the Government demand, and its corollary, 
the improvement in the system of land records. The legislative 
measures are concerned, first, with enabling the tenantry to compound 
for their existing debts ; and, next, with limiting their power of incur- 
ring fresh debts, or, in other words, imposing limitations on the 
transfer of their property in the future. We will deal with the 
legislative remedies first, and then express our views upon the 
administrative question. 

342. We propose the following legislative measures, and we note 
that the probability of lasting success will be greatly strengthened if 
Mutual Credit Associations take root and flourish in the country. 
In the first place, power should be given by statute for the following 
or some similar procedure : — 

(!) The account between debtor and creditor should be investi- 
gated, and a fair sum should be fixed, to be paid by the former to the 
latter in liquidation of the debt. 

(2) The average produce of the holding should be ascertained, and 
its money value should be expressed in cash. 

(3) The surplus produce, after providing for the subsistence of 
the cultivator and his family and the necessities of cultivation, should 
be appropriated to the payment of debt, provided that such appro- 
priation shall not be continued after the lapse of a term of years. 

• (4) In substitution for (1), (2) and (3) the holding should be 
made over, at the land tax assessed, to the creditor in usufructuary 
mortgage for a term of years. 

In either case the holding should be declared free of debt at the 
end*’ of the term. We have ascertained that a procedure similar to 
this is followed in Eajputana. 

343. In the second place, we think that legislation with the 
object of restricting the transferability of land should be undertaken in 
Bombay ; and we might refer to the legislation lately carried through 
in the Punjab, as indicating how this object can be effected. Other- 
wific we fear that, as the Commissioner of the Central Division said 
in 1882, “ the number of non-cultivating occupants will continue to 
Jgrgely increase, and our moderate survey rates, which are intended to 
bemefit the cultivators, will only benefit land speculators, who will, as 
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occupants, pay the low rates to Government and grind down their 
sub-tenants under a hideous system of mck-renting.*^ 

34 1. Coming next to the executive measures, we need not again 
refer to the question of elasticity in the collection of the, land revenue; 
but a few words are necessary as to improvements in the Land 
Records system which are essential to the proper introduction of it. 
These improvements consist chiefly in the better organization of the 
Land Records staff ; in the mapping and registration of every plot con- 
tained in the ' field ’ ; in the maintenance of a correct map by the 
village accountant ; and in the due registration in the village records 
of all particulars regarding ownership, encumbrances and cultivating 
rights. 

345. We were unfavourably impressed by the insufficient control, 

which, under the Bombay system, is exercised over the village 
accountant, and with the waste of strength involved in employing one 
set of officials indealing with the land revenue, and a different set in 
dealing with agricultural statistics. The experience of other provinces 
shows that both functions are best and most economically discharged 
by one properly graded staff of village accountants, circle superinten- 
dents (or kanungos) and district su])erintendents (suj:)ervisor kanungoi)^ 
working under the Collector. It is only by consolidating the two 
staffs in this way that the necessary control can be established over the 
village accountant. * 

346. Above all, there should be a real record of all proprietaiy 
rights in land, and to this end registration of title in the village 
register should be enforced. At present there is no precise informa- 
tion as to the actual ownership of the land, and the entries in the 
village jmpers are often at variance with the facts. The result is that, 
when the revenue falls due, and the actual cultivator, who is not the 
owner, protests that he is not responsible, the local officials are reduced 
to a shrewd guess as to who the respnsible party may be. This 
throws an enormous power into the hands of the village accountant, a 
subordinate official, who, in every province, requires to be kept under 
strict control. 

347. We advise that no time be lost in giving effect to the reforms 
which we have suggested above. 



CHAPTER 11. 

GaiLNr OP Loans and Advances to Aoricdlturists, 

\EwtracU from the Proceedings of the Governor GeneraVs Council y 
dated the SOth December y 1870i\ 

Sm John Strachey said : — 

A system of advances of this description, under the name of takdvly 
had been in force in many parts of India almost from the commencement 
of our rule, and there were, in several old Regulations passed at the 
end of the last century and the beginning of this, some seventy or eighty 
years ago, many provisions bearing on the subject. These old laws 
authorized, under certain conditions, the advancing of Government 
money for agricultural improvement, and in some parts of India the 
system had been acted upon to a very considerable extent. The 
security on which these loans were made was complete, because the 
security was the land itself on which the improvements were carried 
out, and the advances were declared by law to be recoverable by the 
same processes as were a])plicable to the recovery of arrears of land- 
revenue. The provisions of these old Regulations had, however, been 
found to be very incomplete; and, as might have been expected, 
they were hardly suitable in many respects to the circumstances of 
the present times, and besides it was thought very desirable to conso- 
lidate the whole law on the subject. This would be a further step 
towards the carrying out of the great scheme of the consolidation of 
the statutes of this country which his Hon^ble and learned friend 
Mr. Stephun had in progress. 

The Government believed that the principle of giving the assistance 
of the State to private persons for the purpose of carrying out works 
of permanent agricultural improvement was one that might with great 
advantage receive a much wider and more systematic development 
than had hitherto been given to it. T^he works for which these 
advances would be made were not at all groat works requiring 
engineering skill, but works of improvement within the capacity of 
the proprietors and occupiers of the land themselves, with such little 
help from the authorities as might be necessary. These works would 
. he for the most part such works as wells and smaS drainage works^ 
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the reclamation of waste land, and so forth. There was another class 
of works at the present time for which advances of this kind migjht be 
made with special benefit, and for this class of works, through 
imperfections in the existing law, to which he need not now more 
particularly allude, advances had hardly been made at all. Northern 
India was being gradually covered with a system of great canals for 
irrigation ; but the State could only constniet the main channels for 
these works. All subsidiary works, such as the smaller channels for 
bringing water into the fields and the preparation of the land for 
irrigation, must be done by the people themselves, by the local 
proprietors and occupiers of land. Although these subsidiary works 
required really little skill, and were for the most part inexpensive, 
still the cost of them was often greater than the small proprietors 
and cultivators in possession of the land were able to bear without 
difficulty; and the necessity of incurring this expenditure had been 
found very often to be a serious obstacle in the way of obtaining 
full advantage from the irrigation canals constructed by the Govern- 
ment. Without these subsidiary works of which he had spoken, it 
was impossible that full benefit could be derived from the canals. 
It rested with the occupiers of the land themselves to take water, or 
not, as they pleased ; and the result of the present state of things was 
that there was frequently extreme delay, after the main channels were 
made, in taking the water. Thus there was delay in protecting the 
country against famine, and obtaining for the country the vast 
accession of wealth and pros]:)erity which was offered to it, and at the 
same time, necessarily, delay in obtaining for the Government an 
adequate return on the vast sums of money that it had expended. 
The Government believed that there could be no object to which 
portions of the loans which it was proposed to raise for reproductive 
works could be more advantageously and properly devoted tlian this ; 
and in making loans for works of this kind there could be absolutely 
no risk, for the loans would be given on the security of the land itself, 
and under a system already known to the people and highly appreciated 
by them. In a very few years all advances of this kind would be 
repaid, without the slightest doubt, with interest ; nor would any 
elaborate or expensive machinery be required for the carrying out of 
this system under any development we were likely to see given to it 
He believed there could be no doubt that the existing revenue and 
other public esbabKshments would be quite sufficient to do everything 
which was likely to be required, 
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He need not now enter into the details of the measure he proposed 
to introduce. A more fitting opportunity for doing so would be found 
on the introduction of the Bill, if the Council would give him leave to 
proceed with the measure. Provisions would of course be required in 
detail, to regulate the purposes for which these advances of money 
might to made, and for defining the conditions under which advances 
should be given, and under which they would be repayable, and, in 
cases of failure in re-payment, for defining the manner in which the 
money should be recovered. The Local Governments were all con- 
sulted regarding this measure in a letter which was published in the 
Gazette of India some six months ago. Answers had been received 
from all the Local Governments in the north of India ; and although 
many suggestions had been made, many of which were very valuable 
and would require careful consideration in detail, he might say 
generally that the proposed measure had been generally approved by 
all the authorities consulted. 

This system, which had long been in force in India, though in a 
very undeveloped form, was identical in principle with that which had 
been carried out on a large scale in many parts of the United 
Kingdom under the Land Improvement Acts, with results which 
were most encouraging, and the nature of which wa* well-known 
to Hts Excellency the President, and to which he need not refer 
more particularly. He thought it might be safely said that there was 
perhaps no country in the world to which a system of this kind was 
more properly applicable than India; for in India at the present 
time there was one great industry, and one only — the agricultural 
industry. The one great source of wealth in India was the land. 
It might be safely said that the whole present and future prosperity of 
this country, and he might add the future financial position of our 
Empire in India, depended on the development of the vast and 
practically unlimited, though too often neglected, agricultural 
resources of the country. If advantage were taken of the means 
which science and wealth had placed at our disposal for the improve- 
ment of the land, and, he might add, if we abstained from putting 
into operation theories which ignored the only really great and 
progressive source of wealth which India possessed, it might be 
safely predicted that the increase of agricultural prosperity in India 
^ would be rapid and immense; and he believed that at no distant 
period the twenty millions of annual income which the land Dow 
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yielded to the State might be expected to form, he might really say, 
an insignificant burden on the agricultural resources of the country. 
The present measure would be a step in this direction, and he thought, 
a not unimportant step. He believed that if it were worked intelli- 
gently it might produce really great result^^, and he thought that this 
measure would also be valuable at the present time as a fresh recog- 
nition of the fact that the Government of India was not only a 
Government, but the receiver, as the representative of the public, of 
that portion of the rent of the land which had belonged from time 
immemorial to the State, and that, in its capacity of chief land-lord 
of the country, duties devolved on the Government for the improve- 
ment of the land, and for the advancement generally of agriculture, 
beyond the ordinary duties of a Government, and similar in kind to 
those duties which a good land-lord had everywhere to perform, 



[Extrach frm the Froceedings of ilte Governor GeneraV8 Council , 

dated the 28fh Sept ember ^ 1871.'] 

Land Improvement Loans Bill. 

The Hon’dle Mr. (afterwards Sir John) Strachey said that he 
need not say much about the objects of the Bill, because they had been 
fully stated on former occasions. In ret»*ard to the main i)i*inci 2 )les 
of this measure, there was no novelty in it. It was a consolida- 
tion of the old takavi laws, with some im])ortant amendments. 
It ought, he thought, to be remembered to the credit of the British 
Government of the last century in India, that it recognized 
by law the principle now acted uj)on with so much advantage at 
home, under the Land Imjirovement Acts, that it was the duty 
of the State to make use of its resources in encouraging and 
developing agricultural improvement. The old Regulations for 

which it was proposed to substitute the present Bill, had not, 
he believed, in any Province, been applied on any defined and 
organized system. Their application had mainly dejiended on the 
opinions or zeal of individual officers of the Government. Nor 
would it have been easy to introduce such a system, for the pro- 
visions of the existing law were, to some extent, unsuitable and 

obsolete. For instance, if the law were strictly acted upon, 

which he believed it never was, they would have to charge twelve 
per cent, interest on all advances. What they required was a 
well organized system under which the Government should encourage, 
by loans granted on the security on the land to be improved, the 
construction of simple works of agricultural improvement, such 
as, wells, tanks, minor water-courses, and so forth. The Govern- 
ment was now gradually covering India with great works of irri- 
•gation on a scale unknown in any other part of the world, but no 
proper provision had hitherto been made for the encouragement of 
the humbler but hardly less valuable class of works to which this 
Bill referred — ^works which would be constructed by the landed 
proprietors and occupiem themselves. 

The present measure brought with it no financial risk, and 
imposed no charges whatever on the revenues of the State. Govern- 
ment would make advances at a somewhat increased rate of interest 
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over that which it itself had to pay, but still at a lower rate 
than money could be borrowed at from other parties, and he pre- 
sumed that these advances would ortlinarily be made, or might, 
with perfect propriety, be made from the money borrowed for re- 
productive works. 

Those works would be so simple that there could be no doubt, 
under proper management, of their rei)roduetive character. The 
security for re-payment would, in almost every case, be the 
land itself on which the improvement was made. He only wished 
that they had some such sort of local and well-defined security 
for the re-payment to the State of the ^^harges incurred on the 
great works of canal irrigation executed by the Government it- 
self. There was no doubt that they ought to have such security, 
and he believed that at some future time they would get it. This 
however, was not a question he need dwell upon now, as it might 
perhaps, before long, come up for consideration before the 
Council, when the Canal Bill was being proceetled with. 

Hitherto, advances of this character had only been made to 
the proi)rietors of the land to be improved. Under the present 
Bill, advances, under certain circumstances, might also be made 
to tenants ; but the consent (either expressed or implied) of 
the landlord would be always necessary, unless the Collector 
should be satisfied that the tenant possessed in the land an 
independent and transferable interestf which would furnish by 
itself, without reference to the landlord, a sufficient security 
for the re-payment of the loan. 

The Government w^ould make rules as regards all details not 
expressly provided for in the Bill. 

The practice laid down in the old Regulations which had been 
found perfectly successful in protecting the Government against 
loss, was also introduced into this measure, namely, that advances 
would be recoverable as arrears of land revenue. 

He hoped that if this measure became law, it would prove 
the starting point of a system under which benefits of the 
greatest possible value might be conferreduppn the country. 

The Hon’ble Sir R. Temple said that he entirely agreed in 
the remarks of his Hon'ble friend, Mr. Strachey. The Finjinoial 
Department concurred heartily in the Bill The advances provided 
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under the Bill would be made, of course, from the cash balances, 
and the cash balances consisted partly of the results of Imperial 
taxation, and partly of sums raised by loan. Now, how was it 
possible to spend such balances more j^roperly than in stimulat- 
ing and assisting agriculture — the only reliable field for 

taxation ? The security for these advances was the best possible — 
the very land that was to be improved. He agreed that it was 
highly desirable that similar security should be provided in 
the ease of canals ; any such proposal w'ould certainly have his 
(Sill R. Temple’s) supjiort. As to the rate of interest, it would 
always be such as to fully recoup the (xovernment for all expenses 
connected with the loan ; no fraction of any such expenses would 
fall on the general tax-payer. In former times some small advances 
might have been made without interest, on the principle, he 
supposed, that land revenue not expended might, with propriety, 
be spent on the landowner from whom it was derived. But the prin- 
ciple was one that obviously could not be generally carried out. 
Those who borrowed should, as a rule, pay interest ; and this being 
so, there was no need for the short periods in which, under the 
old system, these loans were repayable. These short periods had 
to a great extent, neutralized the value of the advance, because 
an agriculturist found himself obliged to repay the loan before 
he began to reap any advantage from the improvement effected. 
Now that a man would pay fair interest, there would be no need 
for any such hurry. It was far better that the i)eople should 
• borrow of Government than from their own countrymen on what, in 
any civilized country, would be regarded as exorbitant rates. It 
was a great duty to encourage saving, and to lead tenants, as 
. well as landlords, instead of hoarding their savings, hiding them 
in a napkin, melting them down into ornaments, or burying them 
in the ground, to apply them as capital to reproductive purposes 
m compliance with the sound principles of political economy. 

His Excellency the President said — I cannot allow the Bill 
to pass without expressing my satisfaction at the prospect of its 
immediately becoming law. 

Ever since I have been in India I have been most anxious that 
the system under which takavi advances have for years been made, 
should be systematized and rendered more beneficiali 
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In Ireland a system of Government advances has been in operas 
tion for many years to the great benefit of the country. I may say 
for the satisfaclion of my Hon’ble colleague, the Financial Member 
of Council, that the system has been carried on throughout the entire 
period of the famine witliout the smallest loss to the Government, 
as well as I recollect. From the last returns I see that the sum now 
advanced is considerably more than two milions, and the arrears of 
principal and interest amount to something like £550 

The whole system works like clock-work, with great advantage 
to the country, and without the smallest risk of present or future loss 
t/O the State. 

In England, where it has not been thought necessary to estab- 
lish a Government system of loans, many Acts of Parliament have 
been passed to enable private individuals and Companies to carry out 
almost the same system ; and to Companies which make these loans, 
the same facilities for recovery and the same securities are given 
as the Government would have thought necessary to enact for its own 
loans. 

I happened to be connected little with a Company of that kind, 
and the result was precisely the same as in the case of the Irish 
Government loans. * 

The sums of money negotiated were exceedingly large, but the 
re-payments are made to the day, and I do not believe that the Com- 
pany with which I was connected had ever to complain of having a 
single bad account. 

There are several other Companies of the same kind that have 
been engaged in the same transactions, and, with the exception of 
some which were not very well managed, the same satisfactory results 
have generally been obtained. 

It seems to me that such a system which has worked so well 
in other countries, and which is so well known and has been so long 
in existence in India, must be an immense benefit to the country, 
and that if the local Governments take up this measure in the spirit 
that I have — no doubt they will — ^it will be found easy to establish a 
small and inexpensive organization for working the provisions of the 
Bill in ease the district oflScers have not time to give to it 
attention, 
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I think in districts where the transactions may not be large, 
and where the system is well known, it may be found that the dis- 
trict officers can do all that is necessary; but in other districts, where 
numerous or large works may be desired, and the proi)rietors are 
willing to undertake them, that some small special organization may 
be necessary for a certain class of works, and that there will be no 
difficulty in arranging for their ])roper supervision and completion. 

There is only one other remark that I wish to make, and that is, 
that the Council will ])erceive the Bill is strictly limited to loans 
made for agricultural improvements. 

I have heard it stated that, by the passing of this Bill, the 
Government have announced their intention of withdrawing perma- 
nently advances for agricultural j)ur])oses that may not strictly come 
under the head of agricultuml im{)rovements. I can only say that 
this is not the intention of the Government, and it is possible 
that there still may be certain loans necessary particularly under pres- 
sure of famine and distress, such as have been given in former years 
under the takavi system, which it is absolutely necessary that we 
should make. There is nothing in this Bill to prevent this still being 
done. 

The whole object of the Bill is to put, on a more systematic foot- 
ing, the system of loans for permanent agricultural im])rovement8, 
which can have no other effect except that of adding permanently 
tt) the value of the land and increasing the value of the property. 

I commend this Bill to the attention and consideration of Local 
Governments, believing that it will not only have the effect of bene- 
fiting the people, but it will also bring the officers, who are engaged 
in carrying out its provisions, into a most agreeable contact with the 
people, and increase those kindly feelings which ought to exist between 
the rulers and the ruled. 



[Extracis from the Famine Commimon^s Beporty 1880^ 

Fart II, Chapter IV, Sec. Ill, pp. 143>45. 

Government Loan8 to facilitate Land Improvement. 

Sketch of existing practice. 

1. Advances for the improvement of land arc now made for 
the most part under Act 20 of 1871. The object of this Act 
was to define the purposes for which it was. held to be le^-itimate to 
place a charge on the land, as security for the repayment of advanees 
made by the State, to enable improvements to be carried out, and 
to give the Government a preferable claim on the land for such 
repayment. These purposes were defined to be undertakings whose 
object is the j)ermanent improvement of the productive powers of the 
land ; and such undertakings are of three classes: (1) wells, tanks, 
or other works for the storage, siijiidy, or distribution of water for 
agricultural purposes, or the preparation of land for irrigation ; (2) 
works for the drainage of land, for reclaiming land from river or 
other waters, and foi- the protection of land from floods or erosion ; 
(3) for reclaiming, clearing, or enclosing lands for agricultural pur- 
jioses. The provisions of the Act, which has been amended as to 
procedure by Act 21 of 1870, are, that a landowner, or tenant 
with his landlord’s sanction, should apply for an advance; and that 
the Collector after satisi’ying himself that the object comes under one 
of the above three classes, and that the security offered is suflicient, 
may make the advance, and sliall ultimately recover it in the same 
way as the land revenue is collected. Further details as to the 
amounts to be lent, the mode of making applications, the mode of 
enquiring into the security and the object, the interest to be charged, 
the manner and time of repaying instalments, and the amount of 
those inatalments, are to be provided for by rules drawn up by 
local go^^ernments and sanctioned by the Governor General in 
C'Ouncil. 

Defects of the system. 

2. The evidence we have received regarding the working of this 
Act renders it unquestionable that it has failed to realise the intention 
of promoting improvements, and that there is a very general reluc- 
tance to make use of its provisions. The sums which have been 

7 
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advanced under the Act are extremely small,* and bear no proportion 
whatever to the need which the country has of capital to cany out 
material improvements. This result is allej^od to be due to Several 
causes, amon^ which the following are the most prominent : — The 
obstacles created by inefficient Native subordinates, to whom the 
granting of such advances gives extra trouble; the delay and expense 
of the initial ])rocedure, under which the first apidication has to be 
stamped, the bond for repayment stamjied and registered, and a 
minute and troublesome irupiiry has to be made into the nature of 
the applicant’s tenure and its value ; the necessity of jmying interest, 
which is usually fixed at fij per cent, per annum ; the small number 
of years over Avhich repaymeiTt. may Ije spreax^l, and the consecpicnt 
largeness of the annual instalments ; the early date at which they 
begin to fall due, even before the iniprovemont has begun to realise 
a profit; and the rigidity of the rules for punctual repayment. 

Suggested alterations in the Act and rules. 

8, The evidence we have obtained on these points leads us to 
recommend that the Government of India should cause an inipiiry to 
be made as to how far these eom])laints are valid, and to what extent 
they can be met by an alteration in the rules. AVhile all needful 
precautions are taken to secure the State from loss, every unneces- 
aary impediment should be removed which now makes the ])eoplc 
unwilling to apply for such advances. In iwticular we recommend 
that the period over which the repayment of the debt can be spread 
should be considerably enlarged ; that a reasonable time should be 
allowed for the completion of the work before repayment begins ; 
that the rate of interest charged should not exceed what it costs 
Government to effect its loans ; that the annual instalments should 
be fixed at an amount* which would, in a prescribed term of years, 
discharge the principal and interest together, so that any separate 
ipterest account may be avoided, and which should not exceed at the 

' •The sums disbursed in the last year on record, 1877-78, are as follows : — 


Ra. 

Punjab (7 districts only) 180,000 

North-Western Provinces 68,643 

Bengal 469 

Central Provinces 7,516 

Bombay • • * . 14,967 

liladras. 166,367 
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outside 10 per cent, on the original advance, at which rate it is 
calculated that the loan, with interest at 5 per cent., would be repaid 
in 14 years. If, on the other hand, a jicriod of 20 years is allowed 
for repayment, the annual instalments need not be more than 8 per 
cent, on the original advance; if 25 years, they might.be reduced to 
7 per cent. 

Advances to be managed by the Agricultural 
Department. 

4. Not only should the way be made easy for landowners to 
apply for such advances, but they should be encouraged to do so by 
the advice and influenee of tlu. district officers. We suggest there- 
fore the advisability of entrusting this duly to the officer of the 
Agricultural De])artmeut iii each district, who should make it his 
peculiar duty to encourage the landed classes to look to Government 
rather tlian to money-lenders for advances of this kind, should advise 
with them as to the objects on which money can be most usefully 
laid out, and should su])crviso the proceedings of the native agency 
through whom the details of the procedure must ordinarily be 
carried on. 

Advances for objects outside the Act, and in 
exceptional cases. 

5. Besides the advances given for the objects (5ontemplated by 
this Act, advances of another kind have been, and still are, made out- 
side the Act, such as loans to help landowners to pay off debts, for 
the purchase of bullocks or seed grain, and for the construction of 
embankments and watercourses, loans without interest to some wild 
tribes, or to facilitate the recovery of the countiy from famine. 
It is undoubtedly well that provision should be made for giving assist- 
ance in exceptional eases which do not come under this Act, and 
peculiarly so when the country is recovering from so great a calamity 
as that of famine. We have already proposed that the making of 
loans to the landed classes should be a part of the regular system of 
famine relief, and this measure should be liberally extended and 
prolonged till the effects of the famine have passed away. There 
may also be other cases of exceptional calamity, in which relief may 
properly bo given to deserving tenants or landlords by advances of 
this kind ; and it is desirable that the district officers should, under 
suitable rules, have the power of giving such assistance where the 
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circumstances are personally known. But care should be taken to 
avoid falling into excess in doing this. There could be no greater 
encouragement to unthrift and recklessness among the agriculturists 
than the knowledge tliat they have no need to accumulate capital to 
meet any misfortune that may befall them, but that they can always 
rely on obtaining from the Government the money they require on 
comparatively easy terms. The landed classes are only too prone to 
enter into any contract for the future which will relieve them from 
present pressure, and this tendency would be stimulated if the 
Government, as a rule, lent money except for the object of a definite 
and permanent improvement of the land. 

Improvements not to be the ground for increased 
assessments. 

6. In addition to the difficulties mentioned in para. 2 of this 
section as arising out of the working of the rules made under the 
Act, another reason has been prominently alleged for the disinclina- 
tion of landowners to spend money, whether their own or borrowed, 
on the improvement of the land, and that is their doubt whether at 
the expiration of a term of settlement they will be allowed to enjoy 
the whole profits of such an improvement, or whether it will form 
the occasion for an enhancement of their assessment. In the Punjab 
it is a rule of the revenue system that constructors of new wells 
should be protected for 20 years from enhancement on account of the 
irrigation thus provided, and that repairers of old wells and diggers 
of water-courses should be similarly protected for 10 years. In the 
N<Jtth-Western Provinces, Oudh, and the Central Provinces no 
definite rule appears to have been laid down. In Berar and Madras, 
rules have been issued providing that the assessment on lands on 
which wells or other improvements have been constructed by the 
owners or occupants at their own cost shall not be enhanced at a 
future settlement, except on the ground of a general revision of the 
district rates. But these rules have not the, force of law, and in the 
Bombay Presidency alone has this understanding been embodied in an 
Act. We think it important that a precise and permanent under- 
standing should be come to on the subject and mtified by law. The 
landowner should be guaranteed against any enhancement of his 
assessment for such a period as shall secure to him such a reasonable 
return on his investment as will encourage the prosecution of improve- 
ments. It appears to be quite possible to draw up a set of rules 
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defining what the period should be for any locality or any class of 
casesj so that it may be clearly known, without fear of mistake or 
danger of retractation and change of view, by every landowner or 
tenant who executes a permanent im])rovement on the land, whether 
he is entitled to the entire profits arising from it, or to a part, for 
ever, or for a term of yeai's. 

Right of tenants to make improvements to be 
affirmed. 

7 . We think also that more distinct legal provision is requifed to 
secure that every occupancy tenant may effect in the land he occupies 
material improvements of the kind contemplated in Act 26 of 
1871 without requiring him to obtain the sanction of his landlord, 
and without endangering the security of his tenure. Such a right 
has nowhere been authoritatively declared by the law, and decisions 
of the Courts have in some instances negatived, and in others ques- 
tioned, its existence. Further, every kuiant who is ousted by his 
landlord for failure to pay rent or other causes should obtain com- 
pensation for unexhausted improvements. A clause providing for 
the latter case exists now in the Rent Law of the North-Western 
Provinces, but does not appear to exist in the Punjab, Oudh, Bengal, 
or the Central Provinces. 



facts from the Proceed ivgs of the Gove Dior GeneraVs Council y 

dated the 2Gth October ^ i882?[ 

AGiacui/ruini. Loaks Bill. 

The Hon’ele Mr. Crostiiwatte said : — 

The Council is aware that an Act was ])assed in 1871 for the 
puq)ose of enablinjj^ Oovernnient to make advances of money to tJie 
owners and tenants of land for tiie sole i)ur[)ose of improvin<^ that 
land. After some eleven years’ experience, it is universally admitted 
that the Act is a failure. The. total advances under the Act for the 
whole of India do not come to more than four-aiuBa-half or five 
lakhs at the outside durinjjj the year, and the Famine Commission, 
in Chapter 4 of the second i)art of their lle])ort, have called attention 
to this subject, and sug^'csted that the Act might be made simpler, 
and the Local Covernments might have more power to make the 
rules under which the Act is worked elastic and suitable to local 
peculiarities. On the report of the Famine Commission, the Local 
Governments were asked to give their opinions on these suggestions. 
Those opinions have now bet'ii received, and arc almost unanimous 
that the Act and the rules framed under it require simplification. 
The North-West Government are specially anxious that tliis should 
. be done, and they have pressed it on the notice of the Government 
of India. In accordance witli those opinions the present Bill has 
been framed, on the j)rineiple of leaving ever}/ thing, that can pos- 
sibly be thus left, to rules to be framed by the Local Government. 
In the present ease, I think this method of framing the Act is not 
open to objection, because the only interests concerned are those 
of the Government which advances the money, and it is presumed 
that in making the rules it will take precautions against loss. In 
’thus amending the law we have also taken the opportunity of endea- 
vouring to encourage the application of private capital to the im- 
provement of land. We propose to follow the method which has 
been for a lon^ time adopted in the English and the Irish Acts, 
which have been passed for a similar purpose, the method, namely, 
of empowering companies w^hose articles of association, and the 
method of whose business, approved by the Government, are to make 
advances to ownem of land for the purpose of executing improvements. 
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We propose that the Government of India should have the power 
to place conditions on those comj)anios, to ensure that their business 
shall be carricKl on in a proper and reasonable manner ; and, if those 
companies fulfil the conditions imposed u})on them, the Bill is so 
drawn as to enable them to take advantao’e of its provisions for 
the recovery of the advances; in fact, their loans will be secured and 
will be recoverable in the same manner as if the money had been 
advanced by the Government. 

This is the Bill which I ask leave now to introduce, and I hope 
that the Council will <>’ive me ])ermission to introduce it, because, 
althoui^h I think it is oj^en to doubt whether it will lead to a very 
great extension of advances by Government,- 1 think it is quite 
probable that it may open the door to private enterprise in the matter. 
For my own part, I fear t liat, until the causes which prevent people 
from improving their lands are removed, namely, in the case of 
tenants, the want of security that the ju'otits which are derivable from 
their improvements will not be a])propriated by the landlord; I think 
that, until the provincial laws are altered in this respect, there is not 
much hope, so far as tenants are concerned, that they mil take 
advance either from the Government or from ju’ivate companies; but 
I think that, when this Bill is passed, we shall have done all we 
can in a direct way to make the system of advances popular. 

The Ho^’ble Sin Stkoart Baylky said : — * 

I have only a few remarks to make in confirmation of thfe 
proposals of my hoii^ble friend. Mil. Ciiostiiwaite, in connection with • 
this Bill, which, I quite agree with him in hujung, the Council will 
give him j)ermission to introduce to-day. 

He lias told us of the origin of the Bill, but there was also 
another reason for bringing it in which he omitted to mention, 
which was a small technical omission, regarding the recovery of 
interest on loans, which w^as brought to our notice by one of the 
Local Governments. But, in reading the i^apers connected with 
the Bill, I was very much sfruek by the unanimity of all those 
consulted as to the fact of the old law having failed in accomplish- 
ing the objects with which it was established, though there was 
considerable difference of opinion as to the reasons of that failure : 
reasons were given of all kinds. Some gentlemen, I observe, 
actually stated that the agriculturists did not require loans for the 
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improvement of their land ; but that was not general. More com- 
monly it was said that the dealings of the cultivator with officials 
in matters of this kind were exceedingly troublesome, that at every 
point he was thrown back, and that it took him an enormous 
amount of time, and caused him an unreasonable amount of trouble, 
to get his loan. That was, I think, very generally agreed. 
Another point was the excessive cost of the application in point of 
fees ; another point was the high rate of interest ; another was the 
shortness of the time within which he had to repay the amount, 
and there may have been other reasons given, but those were the 
main ones in regard to the Act as it stood. But the real reason, to 
my mind, which has prevented the old Act from having anything like 
the operation which we would have wished for it, was brought out 
very clearly and lucidly in a report by Mr. Jones, Commissioner of 
Berar. He explained — and I think every one will agree that his 
explanation is incontestable — that the ryot, if he borrows from 
the Government, cannot also borrow from the village money-lenders. 
It was a sermon on the old text that you cannot servo two masters. 
The ryot comes to the Government and he receives the loan, but, in 
order to receive it, he must hypothecate his land. Shortly afterwards 
he wants perhaps to borrow for some other purpose — for marriage, 
or to pay liis revenue, or for any one of the thousand domestic 
purposes for which he requires money besides agricultural operations. 
He then goes to the village money-lender ; the money-lender turns 
round upon him and says : — ‘ No, you have already borrowed from the 
Government, the Government have been ruining my business by 
charging a lower rate of interest than mine ; the Government have 
already got the first lien on your land, and now you can go to 
the Gov(?rnment for the other money that you want.^ Well, when 
it comes to a choice, and the ryot has to decide whether he should 
borrow from one of two competitors, — one of whom can only lend 
for one purpose, while the other can lend for all purposes, — there is 
very small doubt as to what he will do ; he will cleave to the one 
who can lend for* all purposes, and despise the other who can only 
lend for one purpose. That is, I think, the real reason which cuts at 
the root of any very extended usefulness of the Act as it at present 
stands. There remains the fact that, though this applies to the 
euitivators who are indebted, it does not apply to the cultivators 
who are not indebted. These may require loans for agricultural 
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impi*ovements, and to them the necessity for keeping on p^ood terms 
with the village money-lender does not apply ; but tlie great majority 
of cultivators — even those very well off — all over the country, must 
occasionally have to apply for loans for temporary purposes. Well, 
I suppose, the logical dodoction. from this would be — ^ Then why 
not give up the whole business and try and arrange a system of 
companies or banks conducted by i)rivate enterjudse which shall 
take over from you the agricultural loans, and at the same time 

carry out the ordinary domestic and industrial loans which the 

ryot wants at all times and in all parts of India?’ 

We have given a groat deal uf attent ion to this subject, with the 
assistance of my Ilon’ble friends, Mvjoii Baring, Mr. Crosthwaite 
and others; we have boon practically working at it all the season ; 
it has been thoroughly threshed out, and a scheme up to a certain 
point has been devised ; but the more we worked at it, and the 

deeper we dug, the greater the difficulties, and the more insuper- 

able they seemed. We were met by these two main difficulties, 
in regard to Northern India especially,— first, that the ryot in 
those parts has no transferable interest in his land which he can offer 
as security, and the only interest he can offer — his crops — are pre- 
viously hypothecated to the landlord. Those were the two points 
at which we struck. We got pretty well on with the work, when it 
was brought to our notice that a gentleman in Bombay — Mr. (now 
Sir William) Weduerbiirn — was at work on a similar scheme, and' 
he had the advantage of being in communication with certain 
bankers at Poona who were apparently willing to assist him in 
starting an experiment of the kind. It occurred to us that the 
experiment of an Agricultural Banking Society aided by Government 
should, in the first instance, if tried at all, be tried in a 
selected tract of country, and not thrown to be torn in pieces by 
the fortune or ill-fortune which might attend it under the varying 
conditions of different parts of India, and, when we came to consider 
to what tract of country we should apply it, it seemed to us that very 
obvious advantages existed in regard to the Deccan which did not 
exist in any other part of India. In the first place, the cultivator of 
the Deccan has a transferable interest in his land, and, in the second 
place, he has no landlord coming between him and the Government. 
Well, Sir William Wedderbdrn was good enough to come up to 
Simla, and we had various conferences with him, and the upshot of it 
8 
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all is that we propose now to consult i-he Government of Bombay on 
the possibility of introducing such a scheme into a selected area in the 
Deccan. In the meantime, the necessity remains for amending the 
existing law, not only on the small technical point which I have 
mentioned, but also on the various grounds given by Mu. Crosthwaite. 
We wish to amend the defects in procedure, we wish to simplify the 
procedure in every direction, to shorten the operations and various 
processes through which the ryot has to go before he can get his 
loan ; we wish for permission to reduce fees and stamp-duties ; we 
wish to bring the interest down to the lowest point comjiatible 
with justice and fairness to the general tiixpaycr, and we wish to 
make the law as elastic as pos.sible, and to leave as much 
as possible to bo provided for by the rules of the various Local 
Governments. 

These are the objects with which the Bill is brought in, and 
I have no doubt that, in the hands of my Hon’blc friend Mu. 
Crosthwaite, these objects will be attained. We have also provided 
experimentally — and these j)rovisions will have to be vary carefully 
considered in Select Committee when leave is given to introduce the 
Bill — ^for permission practically for the Government to make over, 
in any tract in which an agricultural bank may be started, its money- 
lending business for agricultural operations altogether. Such banks 
have not yet been started generally, but I was very much interested 
in having my attention recently called to a report in the Bengal 
Government Gazette by the Commissioner of the Presidency Division 
of Bengal, giving an account of an agricultural bank which has been 
started in Jessore. That bank is conducted entirely by Native 
managers, and it has been started by Native capital. It is principally 
concerned with de^x)sits by agriculturists, but it has also a good deal 
of loan work. Naturally, you will ask, if an agricultural bank in 
Bengal can do loan work, why should we have been so much hampered 
with regard to the security of the land and the crops ? The answer is 
given in the Commissioner's report on the bank. The bank lends only 
on the security of zamindaris and paini taluqsj that is to say, on what 
is absolutely, or nearly absolutely, proprietary right, and does not 
descend to tenures. This, of course, limits to a certain extent the 
usefulness of the bank from our point of view, but still it is a very 
useful experiment, and I only hope the example will be followed 
fmly and frequently in other parts of India, 



Hh Excellency the President said 



I have only to say, in regaixl to this Bill, that it is not a veiy 
large measure. I believe, however, that it will remove many of the 
difficulties which now prevent the practical emjdoyment of the existing 
machinery for Government loans for agricultural im])rovement 6 , and 
that, as far as it has that effect, it will, I cannot doubt, be beneficial 
to the agricultural community. 


The difficulties found to exist in India in this matter are not 
confined to India alone. We find also at home that loans of this 
description arc not taken advantage of to the extent to which one might 
naturally suppose they would be, for very much the same reasons as 
those which have deterred agriculturists from availing themselves of 
them in this country,— namely, tlie difficulties created by the very* 
strict rules which have been laid down for the guidance of applicants 
for loans of this dcscrij)tion. These rules have been found to be 
unpalatable to l^lnglish landholders, and I am not by any means 
surprised to find that they have had the same effect in this country. 
The main object of this Bill is to simplify those rules to the greatest 
possible extent, to enable them to be a2)2)lied to the different parts of 
the country as varying circumstances require ; and it is my earnest 
hope that, although the measure is not one of a very extensive 
character, it will effect a small and useful reform in the present system 
of loans for agricultural improvements. 



\_Exlracis from the Frocee<lings of the Governor GeneraVs Council ^ 
(hied the Atli Jcmnan/y 1884.'] 

A(3ricultuiusts’ Loans Bill. 

The Hon’ble Sir Steuaut Bayi-ey said that tlie Act which he was 
asking the Council to amend was known as the Northern India 
takavi Act. The Act was a very small one, and its whole essence 
consisted of one section, which said that, 

“ Tlio Local GoTorTinieiit mn)’', from time io iiiiic, with the previous sanction of 
the Governor General in Council, make rules as to loans to be maclo to owners and 
occupiers of arable land, for the relief of distress, the purchase of seed or cattle or 
any other purpose not specified in the Land Improvement Loans Act, 1883, but 
connected with agricultural objects.” 

The loans were to be recovered as arrears of land revenue. The 
object of the amending Bill was, in the first place to correct a small 
omission which was made in the original Act. The omission was this, 
that, although the loans themselves were recoverable as arrears of 
revenue, no arrangement was made for the recovery of interest on 
these loans. It was })ro})Osed to jirovide for this. The second point 
was that the Act, which extends at iiresent only to Northern India, 
might, at the option of other Local (xovernments, be extended to the 
provinces under their jurisdiction. The third point was to provide 
that loans given on the joint security of village committees, or to 
other agricultural associations of the same kind, might be collected 
on. the joint responsibility in the same way as in the Agricultural 
(Land) Improvement Loans Act. These were all the proposals of 
the amended Bill. 



\_Ex{rad!i from the Famine Commission\^ Jleport^ 1901.'\ 

Part III, Section V, Pages 102-106. 

Adva.vcks «y Government. 

310. There is some connection from the historic as well as from 
the economic stand-] )oint between the establishment of Credit 
Associations and the enconra^-ement of advances under the Aj^ricultural 
Loans Acts. The historic conneetion lies in the fact that it was 
originally intended to incorporate in the Land Improvement Tjoans 
Act a scheme for the creation of Agricultural Banks, although not of 
the liaiffeisen class. The economic connection lies in the identity 
of the object, at whi(*h both Agricultural Banks and the system of 
Government advances alike aim. 

311. That object is the ju’omotion of agricultural prosperity and 
the improvement of the cultivators’ condition. ^‘The real justification 
of the policy (of Government advances to cultivators) lies,” said the 
Member in charge of the Bill, which became Act 12 of 1884, ^Gn the 
position of Government as the great landlord of the country, and the 
direct bearing which the welfare of the cultivator has on its revenues.” 
But a wider view may be taken of the responsibilities * 0 ! the Govern- 
ment, and its interest in the cultivator as a citizen no less than as a 
contributor to its revenues justifies it in promoting his industry. The , 
policy of the Takavi Acts should not be regarded as productive merely, 
but also as protective ] and it is upon the protective aspects especially 
that we would insist. We recognise the progress that has been made, 
since these measures were originally introduced, but we are convinced 
that there is both scope and need for a further extension of the policy 
in its protective aspect on lines of greater liberality. It will be 
convenient to deal separately with the two Acts, although many 
considerations apply equally to both. 

312. The Land Improvement Loans Act (19 otf 1883) in its 
present form rose out of the recommendations of the Famine Com- 
mission of 1880. That Commission noticed many defects in the 
existing law regarding agricultural advances, and their recom- 
mendations led to improvements, which, so far as they have gone, 
hfcve proved beneficial. Still much remains to be done. 
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313. It is not necessary to enlarj^e upon the importance, from the 
protective point of view, of aj^n'icultural improvements generally. 
The Commission of 1 880 drew attention to the matter and suggested, 
among other reforms, the possilnlily of extending the practice of 
Bombay and Madras to IJ])})cr India so far as to rule that the 
assessment of land irrigated from a jicrmanent well should not be 
liable to enhancement on account, of the well at any revision of the 
settlement, provided the well is kept in efficient repair.’^ Idiis recom- 
mendation was embodied in the Hill which afterwards became Act 19 
of 1883, and was thus referred to by the Jlon’blc Member of the 
Governor Generars Council in charge of the Hill during the debate 
upon it : — 

^^The section, as it left the hands of the Select Committee, pro])osed 
to go even beyond the recommendation of the famine (k)mmission, 
and to exem])t from increase of assessment/ ])rotits arising from im- 
provements effected by the aid of loans taken under this Act, not 
merely for such ])eriods as would secure to the maker a reasonable 
return for his investment, but for all time. In those temporarily 
settled provinces where cultivation has almost, reached its natural limits, 
this principle might perhaps be a])])lied with advantage; but in others 
where extensive areas are still awaiting reclamation, which can 
practically yield no return and }my no revenue until irrigated, the 
enactment of* such a hard and fast rule would result only in a useless 
sacrifice of the prospective financial resources of the state.” 

314. For these reasons the clause which embodied the recom- 
mendation in eprestion was curtailed ; and the profits of those 
improvements, which consist of the reclamation of waste land, or 
the irrigation of land assessed at unirrigated mtes, are still, in 
Upper India, exempted from an increase of assessment only for a 
limited term. 

81ft. We have carefully considered this question in the light of 
the grievous misfortunes which have within recent years afflicted 
Upper India. Our enquiries demonstrate that there is a field for the 
construction of wells, tanks and other artificial means of irrigation, 
to which it would be difficult to assign a limit. It has also been 
forcibly brought home to us — as it was to the Commission of 1880 — 
that the pi’q^^nt terms on which these loa^is are offered do not 
attract the owners of land to make more tlian a partial use of the 
opportunities held out to them. We are convinced that notliing 
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short permanent exemption will stimulate the ownere of land 
to that full activity, which is on every ground so greatly to be 
desired. 

310. We recommend, then, that in all future settlements any 
increase of assets due to the consimetion, otherwise than at the 
expense of the State, of wells, tanks or other arliticial sources of 
irrigation should be ])onnanently cxem])tod from assessment to 
revenue. Wo are aware of the objection that it is financially 
unwise to exem])t ]>eriTi.ancntly the increase of assets due to irrigation 
in the poorer soils, because it, is in the poorer soils that irrigation 
will lead to the largest increase of assets. Ihit this objection is 
met l>y the consideration that, from the protective ])oint of view, 
it is just the poorest soils which are most in need of irrigation. 

317. With a view to the encouragement of well sinking, we 
would also recommend that an expert staff be appointed, with power 
to disburse loans on the spot. I’nder the advice of this staff trial 
wells might be dug, the cost being recoverable from the landholder 
only if good water is reached. In all cases we recommend that partial 
or complete remissions should ])e granted if the well is a failure 
from causes beyond the borrower’s control. The cost of this expert 
staff and of these remissions should l)e charged to a fund, constituted 
from the difference ]*etweeii the rates of interest at which the Govern- 
ment respectively borrows and lends. 

318. In this connection we would call attention to the recom- 
mendation of the ham.ine Commission of 1880, that the rate of 
interest should be reduced. It is a matter of financial calculation ; but 
we consider that a rate of 5 per cent, would be sufficient. The principle 
is already admitted; for in the rules of most provinces provision is made 
for loans at low rates of interest, or altogether free of interest, and in 
Madras and Bombay the ordinary rate for these loans is 5 per cent. 
But we think the time has come to introduce a general rule of greater 
liberality. 

319. Although the rules in this respect are generally liberal, 
something may also be done to stimulate improvements by a more 
careful adjustment of the payment of interest to the time when the 
profits begin to accrue, and by lengthening the period allowed for re- 
payment of the principal. We also think that permission should be 
given to Local Governments to substitute for recovery of the principal 
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the imposition of a permanent charge on the land irrigated 
from the well. 

320. In the course of a Resolution of the Bombay Government, 
dated 25th July ]881<, justifying the policy of charging an increased 
revenue on land whicli ]>ossessed the advantage of sub-soil water, it 
was stated, that the cultivator would be “stimulated to utilise the 
sub-soil water by this method of assessment.’^ The evidence that we 
have taken indicates that this ho])e has not been realised. Indeed, 
this metliod of assessment has apj)arently created much dissatisfac- 
tion in Guzerat. It was pointed out that the ihcideuce of a “water 
advantage” rate is unequal and unfair ; for, while the rich and large 
land-holders can construct wells and recou]) tliem selves, the poor 
cultivator, with a small holding and without ca])ital to construct a 
well, must pay the rate without hope of recoupment. It was said, 
moreover, that the holdings of cultivators even when they are not 
poor and unable to build wells, fre(iuently consist of })atches of land 
situated in many fields’, widely scattered over the village, and that it 
could not possibly pay to construct a well for any one patch. In 
these cases it is urged, that a “water advantage” rate is a mere addition 
to the assessment with no fair justification. These objections to a 
^^water advantage” rate seem to us to be very weighty, and we are 
unable, in tlie face of the results, to reconcile its existence with 
the liberal policy of the Bombay Government in foregoing all 
additional assessments on account of wells constructed by private 
enterprise. 

fel. The reclamation of waste land is of less importance from 
the protective point of view than the extension of irrigation, but we 
consider that this also is a factor of protection. We recommend that 
In the case of reclamation, exemption should be granted for the term 
of the current settlement, or for the term of 15 years, whicliever last 
expires ; and that in the succeeding settlement, or for the remainder 
of 'the succeeding settlement, assessment at half-rates should be 
allowed. 

322. Our recommendations apply with equal, if not greater, 
force, to improvements made directly by private capital. Such im- 
provements are apt to escape notice in the absence of a proper system 
of registration ; and no effort should be spared to make the rules, for 
concessions to improvements made from private capital, and for their 
registration, widely known. 
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323. The Ap^riciilturists^ Loans Act (12 of 1884) has been to 
such extent more successful than the sister Act. But there is one 
^rcat objection to the ]>resent sy&t('m — that the relief does not reach 
the cultivators, '.vlio are most, in need of it. The conditions of secu- 
rity arc strict, and the desire of subordinate officials to avoid all risk of 
loss in collection is strong. The result is that these loans iu ordinary 
times reach only the more substantial and solvent cultivators, who 
are the least in need of them. The cultivator who is stru^f^lin/r in 
dee]) waters cannot hope to })rofit by a fakari advance. He is in debt 
because be is poor; and bis poverty ])revents him from obtaining 
the means of escape from debt.. We recognise that it is impossible 
to reach by loans of })ublie money the lowest-sirata of agricultural 
society ; some secui'ity at least must be reipiired. But we are of 
opinion that moi’e may be done by a develoj)ment of joint personal 
security. One of tlu! tbn'c great objects of Act 12 of 1884 was to 
])rovide for loans being made to village communities or other asso- 
ciated agriculturists,’^ and to the principle of joint responsibility we 
look for a luige extension of these loans. We have already noted 
that this jn’ineijilc was applied with great success in the Central 
Provinces during the recent famine, and it is not, we think, too much 
to hope that a system which was so far successful on one occasion 
may b<; generally utilised to extend the beneficent range of these 
advances to deserving but poverty-stricken cultivators. • Before this 
can be done, however, there must be a revision of such existing rules, 
as lay stress on the need for the security of real property and the 
desirability of limiting the advances, that can be made, to those whose 
rl sills in their holdings can be broiiglit to summary sale — an instance, 
surely, of the manner in which the object of the rules is lost sight 
of in their ajiplication. It is scareidy necessary to remark that the 
reasons for reducing the rate of intiU’est are particularly cogent in the 
case of loans under this Act. 

824. We believe that, if our recommendations, on both those 
Acts are adopted, one step will have been taken towards the solution 
of a great problem. In the debate on Act 19 of 1883 it was remarked 
that, tl:e Northern India TaJeavi Act requires for its application 
in each ease but little preliminary enquiry,” and the need for enquiry 
decreases as the system of records improves. Some help may be 
obtained from non-official agency, and some of the stiffness and the 
slowness of the present machinery may be removed. Hard and fast 
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rules limiting the discretion of Collectors, as to the classes to be re- 
lieved and as to the extent of the relief, are inconsistent with the 
policy that we advocate. It is a good rule, and lias worked well in 
practice, to authorise Deputy Commissioners, and Assistant or Extra 
Assistant Commissioners, to distribute agricultural loans on tour after 
enquiry on the spot. We strongly recommend the adojition of this 
rule wherever it is not at present in force. It is peculiarly suited 
to advances on a joint bond, which it is also calculated generally to 
popularise. And it is to the principles of the joint bond and personal 
security that we look in the future for the greatest benefit from 
these loans. 



[Extracts from the lieport of the Indian Irrigation Commission ^ 1903i] 

Part I, Chap. VI| Pages 59-70. 

1X)ANS K)ll AGEKTl/rrHAL IMPEOVEMKXTS. 

18:i. The iakavi sgstem . — Of all ihc methods by which Goveni- 
ment is able to stimulate and assist private irrigatioiial improvements, 
the most convenient and obAious is the svstem of State advances to the 
cultivating and land-owning (‘lasses, known as iakavi. Vie propose, 
therefore, to consider brieil}' what use has been made of this system, 
and how far such use is capable of extiuision aiuf. the system ca})able 
oi' iinj»rov^ement. This system has existed in India from time 
immemorial, and is now' ivgulated by s])ecia] huvs, namely, the Land 
]mj)rovement Loans Act (] y of 1 8H8) and the Agriculturists’ Loans 
Act (Hof 1881) for the whole of India, and by rules under these 
Acts, framed for each province by the Local (jovernments, and 
sanctioned by the Ciovernment of India. Under the former Act 
money is advancc-d for sj)(‘citic purposes of land imj)rovement, and 
under the latter, for so(?d, cattle, and other miscellaneous agricultural 
pur])()S(*s. Hut the objects of the two Acts are closely connected, 
for it will often be the case that in order to make ethcient use of his 
improvement the culti'.ator will find it necessary to provide himself 
with cattle and manure, w’ell-gearing and the like, if not with seed. 

* # # * 

184'. It wdll be seen tliat in this period {i.e. 10 }ears ending 
1900-1), 025 lakhs of rupees have been advanced by Govern- 
ment, 048 lakhs as agricultural loans, and 277 lakhs for the 
specific ])i.i’pose of land improvement. Of this latter sum, 202 
lakhs are returned as having been advancwl for wells and 
irrigation, including in these categories, tanks, wells, temporary dams, 
irrigation channels, and the like. The remaining 75 lakhs are 
returned as having been advanced for other i)urpose8. But out of 
this sum a considerable amount has actually been expended on 
irrigation. Thus, 10 lakhs at least have been given in the Punjab 
for village water-courses in the Chenab and Jhelum colonies, and at 
least 80 lakhs have been allotted in Bombay for field embankments 
and similar works. Out of the total advanced under the Land 
Improvement Loans Act, therefore, at least 242 lakhs, or about 
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six-sevenths may be taken as having been advanced for irrigation 
pui’poses. Out of the amounts advanced under the Agricnlhirists’ 
Loans Actj substantial sums have been given in Sind For canal clear- 
ance, and in all provinces for such objects as the p’ovision of lifting 
gear for wells and other pur[>ose.s closely connected with irrigation. 
Of the large sums given out during tlie famines for calllt' and seed, 
a very considerable proportion must have been required for the working 
of wells, or tlie cultivation of lands under both wells and other sources 
of irrigation, which lands, but for the aid affonh'd, could not have 
been cultivated. It will be observed that considerably more tlian half 
of the total advances were given in years of severe drought— geitemlly 
speaking, the famine years 180(>-l)7 and 189h-]l)01, wlieii large 
concessions Avere made, on account ox tlie impoverished condition of 
the cultivators, to stimulate the construction of wells in the drought- 
stricken areas, and to provide emphn'inent on other works of agricul- 
tural improvement, mostly of direct or indirect, irrigational value, 
for many of the labouring classes who would otherwise have come on 
to the State relief works. The amount of the loans in the famine 
years cannot therefore be taken as a criterion of the use whi(;h has 
been, or can be, made of the system in ordinary ^^cars. d’liey indicate, 
however, what large sums can be disbursed when a keiui demand has 
been excited by urgent necessity, and when the energies of a large 
staff of officers are concentrated upon meeting that demand. 

185. It will be instructive to analyse further the figures of ad- 
vances for land improvement in ordinary years. The tlrst noteworthy 
point is that, out of the 14*2 lakhs advanced, Madras has given 50 i and 
Bombay nearly 36, or between them, 92i lakhs. The Punjab comes 
next with little more than 19 lakhs, while Bengal, the United 
Provinces, and Central Provinces, give only 15 lakhs between them. 
Berar and Ajmer-Merwara gave each twice as much as the Central . 
Provinces. On the other hand, out of the 1 1 9 lakhs advanced as 
agricultural loans, no less than 78 were given in the Punjab, United 
Provinces, and Centml Provinces. 

186. Now, the diversity of conditions in the various provinces is 
such that it would, of course, be unreasonable to expect an ecpially full 
use of the takavi system in every one of them. But we are strongly of 
opinion that this diversity does not sufficiently account for the much 
greater freedom with which the advances are given for land improve- 
ment in the two Southern Presidencies, and for other agiicultural 
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purposes in the Punjab, United Provinces, and Central Provinces, 
than in other parts of India. e are far indeed from sayingf that 
even in Bombay and Madras the amounts advanced for land improve- 
ment have been as lar^e as they iniodit have been if tlie Covernments 
and their othcials on the one hand, and the peojde on' the other, 
had been fully alive to their opportunities. It is worth noting that 
in Bombay, during; the normal years 1894-95 and 1895-96, 

out of 18 lakhs advanced, \'l were tiyiven in throe districts of 
Bclgaum, Dharwar, and Bijapur, of the Southern Division, where 
vigorous measures had been tirst started on the initiative of an 
individual ollicer who for a series of years administered the collec- 
torates of Dharwar and Belj^auin. Similarly, in the Madras Pre- 
sidency out of 60 lakhs advanced in tlu‘ years 1891-96 and 1896-93 
15 were taken u[) in the sino'le district of Coimhatoro. d'he years 
were deticiont in rainhill, but Coimbatore was by no means the most 
severely affected district, and the larg’C amount of (u/cavi taken was 
largely due to the exertions of the Collector of the time. It is not 
perhaps too mueli to say that, the history of the fluctuations in the 
amounts of tul'iri t.aken up in any^ province, is the history of 
the interest takt n in the matter by individual otheers, who were ipiick 
to ap])rehend the kind of improvements which tlie agriculture of 
their districts required, and tlie value of iakavi advances as a stimulus 
to the execution of such inqirovem cuts as were most suitahle to the 
locality and its needs. Thus the advances in the Bombay districts 
mentioned were spent chielly ui)on the levelling, terracing, and 
embanking of fields, while in the Coimbatore district of Madras . 
they were spent cliielly on wells. And there can be little doubt that, 
if all Collectors in Madras and Bombay bad taken the same interest 
in their iakavi work as the heads of the districts mentioned, still 
larger sums would have been advanced throughout the two Pre- 
sidencies than have yet been given in ordinary years. But if this 
is the case in Southern India, far more is it so in the Northern 
Provinces, where so little iakavi has been granted up to the present 
for land improvement, except in famine years. In this view we are 
Bupj,)orted by tlie local members who hnve been associated with our 
Commission. Thus Me. M^ilson thinks the Punjab Government 
might distribute ten lakhs per annum against the one lakh which it 
has hitherto given for wells. Mr. Craddock would have an’ expen- 
diture of four lakhs in the Central Provinces as against a fourth of* 
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a lakh; and Mr. Allen, of Bengal, without stating any specific sum, 
considers that the advances might be very largely increased in that 
province. 

187. Adnuu'es htj the O^jnim Depart me ni . — A strong ])roof, if proof 
bo recpiired, that much more can be done in ordinary times 
by means of State advances than many are inclined to sup])ose, is to 
bo found in the oijemtions of tlie 0])ium Dejiartment, whicli every 
year advanc(‘S very large sums to cultivators of j)oppy, on condition 
that certain areas are ])utr under that cro]), and, in addition, a certain 
amount for wells, which, however, are used for other crojis as well as 
for poj)[)y. We, do not suggest that it would be possible for 
Collectors to advance on the same scale. But the work of the Oj)ium 
Department shows that there is no insuperable difliculty, or reluctance 
on the jjart ol the cultivator, to ])i(‘vent. him from taking State 
advances from (jovernment for agricultural puiposes, when the 
advantages to be gained have been ])roperly im])ressed upon him. 

188. SHmulatiug means req/iireif. — Although, then, there are 

defects in the system to which we shall advert below, and 

improvements to be made, yet the first and i)erhaps the ])rincii)al 
measure re(jui red is to quicken the interest of all classes of revenue 
officers in taken work, to ])]ace liberal allotments at their dis])osa], and 
to inquire strictly into the causes of failure to s])end up to them. 

189. Date of inleiest. — AVe have inquiretl carefully into the extent 
to which the free use of fakavi is hindered by defects in the law, rules, 
and administmtion. In the first place, we have no hesitation in 
saying that the rati.' of interest charged is not in itself excessive, 
That rate is tij per cent, (one anna in the rupee) for all classes of 
improvements, except in Madras and Bombay where the charge now 
is only 5 per cent. These rates are so far below the market rate of 
interest that the people regard them as extremely liberal. Some 
witnesses have recommended lower mtes with a view of popularising 
the system ; but no one has been found to assert that the existing 
rates were too high. The Opium Department, liowever, make all 
their advances, including those for wells, without interest. It would 
also appear, from calculations made by Mr. AVilson and Colonel 
Grey, that the Punjab Government, with interest at per cent., 
gains substantially by the present system. The Imperial Government 
which advances money for these loans to the Provincial Government 
at 4- per cent., while itself able to borrow' at little over 8i, also 
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presumably gains appreciably. We think that those loans ought not to 
bo made a source of profit to the State, and that the interest on them 
should be reduced to a point sufficient merely to eover the risks taken. 

At present the amounts found to be irrecoverable are inappreciable; 
and the charge for risk might, therefore, be correspondingly small 
whilo the security remains as good as at prt'sent. AVe have made 
recommendations which may slightly increase the risk ; but, even if 
they are accepted, we would suggest that tlie rale of interest may, 
with advantage, be reduced to 5 per cent, in all ]u*ovinces. We think 
that such a reduction will be likely to strike the popular imagination 
as an act of great liberality, and may increase the attractiveness of 
takavi loans in far greater ])ro})ortiou than mighi. be anticipated from 
the small diminution which would result in the actual payments by 
each individual cultivator. 

190. The remarks in the preceding ])aragraph refer generally to 
takavi advances in all parts of the country. We have, however, also, 
carefully considered whether in precarious tracts where it is desired to 
give a special stimulus to irrigation, it would bedt'sirable to reduce the 
general rate of interest, or grant loans free of interest. On the whole, 
we arc of opinion that, it would be ])referable to make free grants-in- 
aid, as proposed below, charging full interest on the remaining part of 
the Slim rei[uired, which will be treated as an ordinary takavi advance. 
This plan has numerous advantages. The financial arrangements will 
be sounder and simpler. The free grants will be chargeable to some 
final head of expenditure, such as 'minor works, agricultural’. It will ^ 
be easy also to work a system of free grants with considerable 
elasticity. Thus the grants might vary from wi7, by tenths to, say, 
five -tenths ; or, by sixteenths, to eight annas in the rupee, of the total 
sum required. 

191. Rigidity of collecd ion , — There is no cause of the alleged un- 
popularity of the takavi system which has been more frequently testified 
to than the rigidity of the system of collection. It is pointed out tliat 
the money-lender gives time readily to the client with tolerable credit. 
Government rarely or never gives time. There can be hardly any 
doubt that this does constitute an objection in the mind of the culti- 
vator to become a debtor to Government, provided that he can get the 
money on sufficiently easy terms elsewhere. It is not that he has 
merely to pay the interest. This would probably be no greater burden 
to him than an addition to his land revenue assessment, which he pays 
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with remarkable punctuality. But he has also to pay an instalment of 
principal which, if his crops are poor, may be a considerable burden. 
The Collector or head of the district has authority, under the rules in 
all provinces, to suspend payment on tlie occurrence of failure of crops 
or other exco])tional calamity, subject, however, to a report to highei 
authority. But this power of sus[)ension is not very frequently exer- 
cised, except in years of very general failure of croj)s ; and when it is, 
the result is merely to postporje ])aymcnt of the instalment for a single 
season, with the result that in the ensuing year the cultivator has to 
pay double the usual amount. The increased payment must oiten be 
raised with difficulty, and it is probable that under the circumstances, 
cultivators w’^ould seldom care to a])ply for suspension of taJeavi pay- 
ments. We are of opinion that, suspension should be given without 
hesitation whenever, from causes beyond the control of the borrower, 
his crops fail to such an extent as to render the pa}'ment of the year’s 
instalment unduly burdensome to him ; that whenever suspensions of 
revenue are granted, they should carry with them automatically suspen- 
sions of the takavi instalment which may be due the same year ; that 
the officer wdio has authority to grant the loan should also have 
authority to grnnt the suspensions ; and that the suspended instalment 
should not be made payable in the ensuing year with the instalment 
of that year, but that the effect of suspension should be to postpone 
by one year the payment of all remaining instalments due on the loan. 
It seems also unnecessary for the head of the district to report each 
ease of suspension, as it occurs, to superior authority. Greater leniency 
in the matter of recovery cannot well be exercised by Government, 
which in these matters is unable to place itself in the same position 
as a private creditor. 

^ 192. Period of repayment , — There is, however, a measure which 

would undoubtedly go far to mitigate the hardship of rigid recovery, and 
that is the lengthening of the periods of repayment. In several places 
these periods have been criticised as too short. But opinion is not 
unanimous on the point, many witnessses considering that the people are 
perfectly satisfied with the periods allowed. It is remarkable what a 
reluctance there appears to be to work up to the full period of thirty- 
five years allowed by law. Except in Madras, where the period for 
wells is fixed at thirty years, in no province may the Collector fix a 
p^od longer than twenty years, while in Bengal his discretion is 
limited to ten, and in the Central Provinces and United Provinces, to 
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fifteen years. In (be rnn y.b, tbrfxn i^ of n pence! longer than twenty 
yeai*s actually rc(|uires tl.e sanction of the Oo\ eminent of Imlia, which, 
it is observed, will only )je granted under very special eircumstanees, 
and the injunction is give^n that achanccs must he rcjiaid in as short a 
period as is consistent with the object for \vhi('h they are made. This 
onlei* indicates the spirit in wliicdi the law and rules have been worked, 
and the effect has been that loans are seldom granted even for the full 
periwl for Avliieh th(‘ Colh'idor has disendion. Short ] eriods of re- 
payment are considered to faeilifati' recovery, and are allegetl to be in 
the true tinaru'ial interest of the borrower. But neither of these 
considerations is mentioned or alluded to in the law, wdiieh prescribes 
that, in considering tlie pi'riods for loans, regard should be had, {a) to 
the durability of the works, and (/;) to tlie exjiedieney of their cost 
being jiaid by the gen(‘ra,tion of jiersons immediately benefiting by 

them. [Section (] (.3), Vet 11) of In our opinion the 

borrower may be left to judge w liat liis own linan(*ial interests and 
those of his successors are in this matter, and it seiuns to us hardly 
nece.ssarv for the Legislature to direct that attention should be given 
to coiLsidemtion (/>). Up to the present, the periods sanctioned have 
generally been so short that it can rarely have been brought into 
account at all ; and if, in the futuri*, longer periods are allowed, it will 
be many years before the enthusiasm of the cultivating and land- 
owning classes for agricultural improvement is raised to such a pitch 
as to pass tlic bounds of prudence, and so endanger the ])rosperity of 
succeeding gcnei*ations. On the contrary, we apprehend that, by the 
encouragement of such investment, posterity are likelj'' on the whole to 
reap substantial benefits. Tliere is, also, no apparent reason why, when 
desiring a loan for an agricultural improvement, the borrower should 
be fettered by consideiutions, wdiieh an? never allowed to stand in the 
way of the far more extensive borrowu'ngs w hich an? made for purposes 
of unremunerative and extravagant ex])enditnre. Generally sj.eaking, 

then, the sole cons idemt ion in determining the jjeriod of repayment 
should fie the durability, or what we may term the life^ of the work ; 
the full [leriod so detenu ined should be offered to the borrower ; and 
no pressure whatever should be placetl u|)on him w ith the object of 
inducing him to choose a shoi-ter jieriod. 

193. Now there are some works, e. y., soundly constnicted wells 
in various parts of the country such as the Bombay Deccan, which, if 
properly maintained, will last practically for ever. In such cases 
10 
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there would be no objection, acconling to the principles stated above 
to the acceptance of a jiorpetiial change ecpii valent to the interest oi 
the cajatal advanced, instead of an instalment sufficient to extinguisl 
the debt within a term of years. This ])roj)Osal deserves examination 
In some Native States money is frecpiently advanced for well eons 
truction in return for an additional assessnu'nl upon the land bene 
fital. But in the Northern Pnninees of Britisli India, where th< 
period of the exem])tion of im})rovements from taxation is not j)er 
petiial, this practice could not be worked at all ; and in Southeri 
India it might be looked on, though erroneously, as infringing tin 
principle of such exemption. Many good authorities doubt whethe 
the ryot would like the perpetual charge. This is a matter of oj)inioi 
which cannot be sottle<l until the feeling of the j)eople has beei 
tested. But we are ourselves somewliat reluctant to suggest perma 
neiit indebtedness as a possibility. There is an undoubted stimului 
to thrift, and advantage to the borrower, in arrangements enabling 
him to extinguish his debt within a reasonable peiiod ; and, if tin 
period of repayment be made long enough, the excess of the annua 
payments over tlie perpetual charge will not be large enough to dete: 
people from borrowing. Thus, supposing the period which might b( 
allowed for wells in the Bombay Deccan, where, if pro])erly made anc 
maintained, they are virtually indestnictible, to be fifty years, thei 
at 5 i^r cent, interest, a ])ayment of Rs. 5-8 would extinguish withii 
that period a debt of Rs. 100, whereas the perpetual charge wouk 
be Rs. 5, or only 8 annas less })er annum. No reasonable man wouk 
‘preier the perj>etual charge for the sake of saving the eight annas 
On the other hand, as the figures given below show, the perj^etua 
charge would be a far easier annual buixlen than the instalmen 
required to discharge the short-term loans now given, in which thi 
period extends to but seven or ten yeai*s, or even a loan for as long a 
twenty or thirty years. 

Sum required to ducharge a Joan of Us. 100 at 5 per ceut 

Bs. 

in 7 years ... ... ... ... 17*3 

„ 10 „ ... ... ... ... 18-0 

„ 20 ,. ... ... ... ... 8-0 

„ 30 „ ... ... ... 6-5 

„ 60 „ ... ... ... ... 6*6 

„ perpetuity ... ... 6*0 
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194. This policy of offering long periods of repayment should be 
followed in all parts of India. For there is no part in which there 
is not great room for the extension of agricultural im])rovement, 
or, in which the State ought not to encourage such extension to the 
utmost of its power. But in ti*acts secure from famine or severe 
scarcity, the State will not be justified in running extraordinaiy 
risks, and in such cases a strict estimate should be made of the life 
and dui-ability of the improvement. Following these principles then, 
we recommend, either that no maximum period should be prescribed 
by the law, or that the maximum for the whole of India should 
be far longer than the existing maximum of thirty-five years. In 
view of the considerations stated below, fift^' years would seem to be 
a suitable term. AVithin the provinces, Local Governments might 
be empowered to prescribe in the rules maximum periods for different 
tracts and districts, and for different classes of works, having regard 
to the durability of the work for wiiich the loan is granted. As the 
rules recpiire the sanction of the Governor General in Council, it will 
bo easy for the Government of India to check any tendency, if it 
arises, to allow excessively long, or unduly short, maximum periods. 
The officer empowered to grant loans should, in every case, have full 
power to fix the period within the maximum, if any, without prior 
reference to superior authority. 

195. Fermanent charge f(y)' infered . — There is another alternative 
which has much to recommend it. Working as before on the basis of a 5 
per cent, rate of interest, tlie borrower, if he would build a thoroughly , 
durable well, might bo charged Rs. 5-8 per cent., to be paid so long 

as the well endures, without any demand for repayment of capital, 
although he might repay at any moment any portion he wished, 
thereby reducing the interest proportionately. This would be identi- 
cal with the former proposal if the well endured for fifty years and no 
longer. It would be to the interest of tho borrower to make 
the work last as long as possible, but if it failed within 50 years there 
would be a loss to Government. On the other hand, if the work 
lasted more than 50 years, Government would gain, as it would 
receive something more than the normal rate of interest. We think 
therefore that an arrangement of this description should be offered 
as an alternative to a loan for a long but definite term, in all preca- 
rious tracts where special stimulus is required. If the lyot does 
not like the arrangement, it can be dropped. 
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196. We cannot sa/wliich of tliese projwsals would be regarded 
with p^reater favour by the borrower-^, but there would be no loss to 
Government under either ; although, fi\>in th«‘ point of view of the 
cultivator, there would ap])oar to lx* a relinquishment of all claim 
to the principal, notwit listandin;^ a very moihu-ate charj^e as interest, 
which in the c.is(* of the latter pro[K)^al Wiuild also be relin(|uishcd 
as soon as the fiilure of t’ne well reiiih'red the juyinent burdensome. 
Those terms would very ])robably apjxsir to bi* far more liberal and 
attractive to the luot than to the actuary. And, in dealing with 
the people of this countrv, what may be calhsl sentimental considera- 
tions of this sort, are of great importance. 

197. lJ(^/uf/s in dnl n/ju! I jti, an<l ('xncth^n of nmierf'nigfi , — According 
to the evidence w'uich wc have taken, one of the greatest obstacles 
to the extension of Inkari advances consists in the endless delay 
and trouble which seem inse 2 )arable from otiicial iU'ocedurc — the 
visits to liead quarters, the oliicial inspection, and also tlie substantial 
portion of the advance wliieh is apt to slick to the hands through 
which it [lasse-i. The-ic evils seem to be universally recognizisl and 
admitted, ami wo hive no desire to minimize them. But we have 
some doubt as to tlie extent to wliich they hive effectively lesscne<l 
the demand for (i/cari. The payments to underlings seem most 
uiiforUmately to be cheerfully acqiiie.scel in by the peojde, and i)ro- 
bably do not exceed tlie discounts and commissions which any 
client will have to surrender to his money-lender in the course 
of his haggling with him. The head-quarters of the district or 
sttb-di vision are often not farther away than tlie shoj) of the 
money-lender with whom the ryot transacts business. Wo are 
unable to suggest any general remedies. But there seems to be no 
reason why journeys to head -quarters should not be shortened or 
saved, by giving jiowers gencmlly to sub-divisional officers, and even 
to tehsildars, as in Madras and Bombay, to grant advances within 

.certain limits, instead of retaining the whole i)ower in the hands of 
the Collector, as seems to be done in other provinces. It has also been 
stated again and again before us that, if an officer of standing were to 
go into camp with money in his hand, receive applications, inspect 
sites, settle terms and make advances on the spot, many of the 
diflGIculties would be removed. This was the procedure perforoe 
adopted in time of famine, when there was no other way of getting 
the large allotments promptly disbursed. Similar methods are 
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pursued by the Opium Depai-tmeut in the distribution of their 
advances. AVe recommend that the cx])eriment be tried in districts 
in which it may be determined to make large advances in future. 
There arc few provinces in which it would not be ix)ssible to select 
tracts in which very considerable sums might be distributed in this 
way whth the certainty of great bcnelit to the people and the 
Government. 

198. Infiuh'ieii rpgandnfj Recurii )/. — One ol‘ the chief reasons for 
delay in the disposal of applications for iaicavi has been found in some 
provinces to arise from the lengih and complication of inquiries into 
the sufficiency of the security oflered. In most cases the security 
taken is the land to be Ijenehted. Its value is easy to ascertain 
sufliciently well for practical jnirposes. The principal object of the 
inquiries is generally, therefore, the extent to which the land has been 
previously encumbered. Now, it was probably the intention of the 
framers of section 7 (1) (c) of the Land Improvement Loans Act 
that, the land benelited should bo saleable for I’ccovcry of iakavi 
arrears, just as it would be for recovery of arrears of land revenue, 
free of all encumbrances. But doubts have arisen as to the exact legal 
effect of this provision. These doubts should, in our o] anion, be set 
at rest under competent legal advice, or, if need l^e, by one or two test 
cases ; and then, if necessary, the law should be amended so as to give 
effect, beyond any })ossible question, to what appears to have been the 
original intention of the Legislature. Once the land is made saleable 
free of all encumbrances, elaborate inquiries into their existence will 
be no longer necessary. The just rights of prior encumbrancers seem 
to be sufficiently guarded by section 5 of the Act, which provides that 
officers may, if they think it expedient, publish a notice calling foi 
objections to the grant of the loan, and must consider objections 
submitted, and make written orders admitting or overruling them< 
This provision could, if thought necessary, be fortified by making 
public notice compulsory. 

199. The other remedy against prolonged inquiry into the matter 
of encumbrances is to prescribe, if necessary by law, that wherever a 
record-of-rights has been prepared, objections submitted by prior 
encumbrancers will be recognized only if the encumbrance has been 
previously entered in the record. This will enable the inquiring 
ofBk^r, by mere inspection of the record, to ascertain all prior 
eucumbrances of which he need take account. The existence of 
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prior encumbrances, however, should not necessarily bar the gmnt of 
the loan. Tlie value of the land as security to the encurnbrAiicers 
will generally increase by the iinj)r()veinenl. The encunibranccr may 
foreclose and get the benefit of it. ihit its value for protective 
purjwsos will remain, and the security of (lovernment in the land 
for pur2X)Hes of recovering the advance will not be impaired. 


^00. Ti'amfer of occupanr^ rififH. — There seems to belittle doubt 
that in zamindari provinces the fact that the occupier of the soil is 
generally a tenant without rights of tiunsfer in his holding, throws 
considerable ditliculty in the way of advancing him money for 
improvements. For the best and most obvious security for the 
advance, namely, the land beiielited is not available unless the 
land-owner can be induced to stand in; and this ho can seldom be 
prevailed upon to do, In the Central Provinces an attempt has been 
made to overcome the ditliculty by making tenants’ holding sale- 

„ , ^ able for the recovery of Government loans. 

Tenancy Act, sec* ... 

tion* 46 (3) and 70 We think the advisability ol making similar 
provision in other ])rovinces should be considered; 
althougli most oflicers seem o])posed to such a measure, mainly from 
fear, first of it« leading to the acquirement by the ocenpancy tenant, 
to his ultimate ruin, of full rights of transfer, and secondly of the 
extreme op|)Osition of the land-owners. But oj^position might be 
conciliated by giving the landowners rights of ])re-cm])tion ; and as 
regards the risk to the tenants from an undue extension of the right 
of transfer, it may be observed that where the land-owners have 
considerable estates, as in many }):irts of the United Provinces and 
Bengal, the greater number of wells and other small improvements 
are made by the tenants ; and the imixirtance of providing the 
tenantry with the best jiossible seciu-ity for advances seems sufficient 
to justify the running of a risk, which, after all, can be avoided 
by firmness and foresight on the i>art of the administration. We 
understand also that, as a matter of fact, tiunsfers are even now often 
effected by tenants in the form of sub-leases. It may, therefore, be 
that transferable rights for iakavi purposes will not add much to 
existing evils, if evils there be. If the sub-leases be valid and legal 
security for private advances, takavi might also be advanced on the 
strength of some similar form of conveyance to a Government officer. 

201. JoUt murity , — ^There is, however, away of making ad- 
vanoee to tenants, otherwise than on the security of their land, which 
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deserves mention : namely, the tatinpj of joint security from several - 
tenantsv In Northern India the areas irrigated by wells are often 
so large that several holders may be interested in the same well. 
Indeed it seems to be a genei-al practice in parts of the United 
Provinces for all the ncighljours to use a well which commands their 
lands, by whomsoever it be made, after the wants of the owner are 
satisfied. Notwithstanding the frequent difficulty of inducing 
people to co-operate, it seems not improbable tliat in order to secure 
this user as of right, instead of merely by permission as at present, 
there would be no insuperable difficulty in inducing neighbouring 
tenants to stand joint security for one another. It may be observed 
that the Opium Department generally advances for wells on this 
system. 

^0^. Jflrancefi on personal seeurif^. — But even if this measure fails, 
we think that the experiment ought to bo freely tricnl, of advancing 
to tenants of solidity and character, upon their individual personal 
security alone. Their croj)s and personal j)roperty will often suffice 
to cover any but a very large loan ; and the general integrity of 
takavi borrowers, as amply evidenced by the insignificant amount of 
irrecoverable loans, is an asset which should by no means be 
overlooked. 

203. Simj)!! feat ion of acroirnfs. — We regard simplicity in accounts 
and procedure as of the greatest importance, with the object of saving as 
much trouble as jxissible to the sulxirdinate revenue officials, who have 
it in their power to discourage aj>plications for fakavi. From this 
point of view we think the separate account of principal and interest 
a mistake. With an instalment of fixed amount, and with penal or 
compound interest exacted in only very exceptional cases, nothing 
more than the simplest record of rej^ayments will be necessary. 

204. It has been suggested to us that, when land revenue is re- 
covered by rates upon the area cultivated or matured in each harvest, a 
takavi advance might be recovered by a percentage surcharged on the 
amount of land revenue, so that the recovery would be automati- 
cally adapted to the means of repayment. The idea seems to m 
admirable, ITnder this system, however, annual payments will vaiy • 
considerably from year to year. It will accordingly be difficult to 
settle how much of each such payment should be credited to principal 
and how much to interest, and, generally, to determine exactly ho# 
the account stands, and to enable the borrower to keep a satisfaetoiyil 
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•check cn his KjaAndls. To ircei Ihis ohjtdicii, ard to simplify 
calculations and accounts, would mahe a f(m];rsition with the 
hcrI•^^^fr for a difnifc urn, uhidi wr.uM lo d('1finjir(d on tcinis to 
he fixed for each tiacf. v uoiild say to liim, foi' iiistanec — You 
have l)orro\^(d 111 ] CCS .‘1(10. If lou icj av it hy fixed instalments in 
tM'enty years, }ou will ha\e to ]:ay rujaes 2 I a } car, or rupees 450 
in all. W e Mill takcKiii any am as in the iu| le on a our laid revenuo 
till you have ]iaid lupccs 180, not chai^ino- more if the twenty years 
are exceeded, or less ifth(‘ni(i cA is rceoAend K c-T'cr.” he result 
will be that over a series of oood yiars, wIh'u tlie revenue ] ai merits 
and snr(*hai<.>es Moidd he H‘lati\e]y hl^h, the (ioA eri'ment would be 
repaid soouer and receive a bitter lato of interest on the money lent, 
Mdiile over a series of bad years the jieriod of rejiaAmeiit AAonld be 
longer and the interest loAver. If the tiums of romposilion are 
judieiously fixed, (iovornment Avill in the emd lose nothin^ on an 
aATraj^e of transaetimis, and the individual boiroAver aaII! benefit by 
the fldajitation of tlie lean reroA’crics to his flnctuatin" resources. 

20.). — If ////v/?/ advances indcase at all upon the 

scale which an o should hoiieand AAish to see, there is certain to be a need 
for increases of establisbnieiits, at any rate in jiarticular tracts Avhere 
there is lari»c scope for the Avork. A great deal can be done by 
trifling increases of the subordinate establislimerits, such as AAere long 
ago mude in the three Carnatic districts of the Ecmbay Predclency 
^ * But it is not unlikely that in other 

places more may be needed than this; and special cfficcrs with suit- 
able establishments may have to l;e provided, cither to deal with 
fakan Avork or to replace pcimanont district rfilcials appointed lo 
deal Avith it. It is of the fiist iniporiar.ee that the efficers dealing 
with a])])licatioiis should kuoAv the locality and the people. It has 
been suggested that the entnisting of the distribution of iakavi to a 
8})ecial officer who Avould not be responsible for its collection might 
prove lo be dangerous, We do not attach great weight to this appre- 
hension. Subordinate officials are only too prone to the belief that 
tbeir reputation depends above all things upon the promptness and 
completeness with which they collect GuVernraent dues of all kinds ; 
and transfers are so frequent that under the existing system, where 
all the iakav! is worked by the district officials, the distribution of the 
advances, and the collection of dues which are paid in instalments 
spread over several years, must frequently be done by differ^t 
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officers. In districts in which agricultural banks may be succesfully 
established, it may be possible to utilize their agency in the distribu- 
tion of iakavij or even to make advances to the banks on their own 
security for the purpose of agricidtural inprovements. 

206. Procethtre in iime of famine . — Our obseivalions have, so far, 
been confined to the administration of the takari system in ordinary 
times. In times of famine, large departures will, of course, have to 
be made from the ordinary rules. It is unnecessary here to say 
more than that, we entirely approve the system followed in recent 
famines, from 1896-97 onwards, in acconlanco with which very 
large sums were advanced for j)rivate irrigational improvements, and 
extraordinary concessions were made. There can be no doubt that, 
in addition to the actual help derived from the advances, a valu- 
able stimulus was given to the execution of improvf'ments out of un- 
aided or only ])artially aided ])rivate resources. The only point on 
which we have to offer advice is that, the greatest care should be 
taken in famine times to have the advances given out early. The 
authorities should begin offering the advances some time before it 
has become certain that the impending scarcity will develop into 
famine. For each district a sum based upon experience of require- 
ments in previous famines should be fixed beforehand ; and authority 
to disburse up to that sum should be given to heads, of districts by 
the Local Governments as soon as they are satisfied that the emer- 
gency has arisen which would justify such a measure. The grant 
of such authorization would be reported at once to the Supreme 
Government as a warning of the financial provision likely to be 
required. In this way the delays incurred, at an important crisis, 
in the preparation of detailed estimates requiring a number of reports 
from the local officials, would be avoided. But these estimates could, 
of course, be prepared subsequently at comparative leisure. Small 
and temporary irrigation works are those which are likely to be most 
useful on the occurrence of famine, and all permanent allotments 
should be at once diverted to these, so far as is possible within the 
district. 

207. Special concessions in famine tracts . — We have discussed 
above the methods by which the takavi system may be utilized for the 
development of private irrigation works. But we are convinced that^ 
if progress is to be made at the full rate attainable with benefit to the 
oountry, still greater concessions will have to be made in tcaets 
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exposed to famine. These concessions should f^enerally take tlie simple 
form of free p;rants of money, which may be fixed at a maximum of 
one-half the total amount requirtnl, up to a limit of, say, rupees 500. 
The localities in which these f^mnts would be justifiable may be 
characteriscxl broadly as those tracts which have suffered severely in 
any great famine, such‘'as those of 187(1-77, lS0(i-07, and 1890-1000^ 
and have not since obtained, by irrigation or otherwisi-, ^.Toteetion 
sufficient to guarantee them against the recurrence of similar calami- 
ties. * * * * There may 

often be in such tmcts better financial justification for the grant for 
wells than for a canal depending upon storage. AVc do not, however, 
contemplate the bestow'al of free grants in every case even in such 
a tract, but only wdien the concession is justified by the jKnerty of 
the a])plieant, or where the margin of profit from irrigation is so 
close that the concession w'ill make the difference between j)rofit and 
loss to the irrigator. The ])roportion of the free grant to the total 
sum required should, we think, vary with the circumstuices both 
of the tract and of the gi*antee; and as the development of irrigation 
in any tract progresses it will be reasonable to reduce that i)roportion 
gradually to nil. We do not desire that taking of tnkari should be 
a necessary condition of receiving a free grant. Such grants should 
be allow^ed to cultivators wdio are, although j)Oor, thrifty enough to 
provide the remainder from their OAvn resources. 

208, Some witnesses have proposal that in precarious tracts a 
bounty should be given on every well. The i)lan lias the merit of 
amplicity. But, provided tliat no inordinate difficulties are found in 
determining the resources of the grantee, it may be doubted wdiether the 
plan w^ould be so successful in getting the maximum number of wells 
constructed as that which we recommend. Our proposal restricts 
grants to people of slender resources, and so encourages more people 
of this class to construct wells with the aid of funds which under the 
alternative scheme would go to people of ample means, some of 
whom would make wells without Government aid. Other concessions, 
such as postponement of comencement of repayment until the work 
begins to be remunerative, partial remission of the sums advanced in 
case of failure of the work, exemption of improvements from enhance- 
ment, and so forth, are discussed in the chapter on private improve- 
ments. For reasons assigned in paragraph 190, we deprecate advan- 
M nf money free of interest, or at abnormally low rates. 
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209. Bidtcrsf^iHeui of hattf and imjwefion of work. — In order to 
secure that loans and "rants are expended uix)n the objects for which 
they are fi;ranted, it will be necessary to observe carefully the pi'ccautions 
which we believe are already enjoined in all provinces, namely, the' 
inspection of the works and the disbursement of the money allotted in 
v'iiistalnients, the second instalments not being gmnted until the local 
authority is satisfied that work to the value of the first has been execu- 
ted. AMiere advances are large, it will be necessary to have a special 
agency for inspection ; elsewhere probably the work can be done by the 
ordinary establishments with such additional strength as may be 
required for the distribution of advances on the larger scale now 
contem})lated. It is })oss{ble that the inspections may be turned by 
subordinates into an occasion for black-mailing. But we do not see 
how they can be dispensed with. The subordinates’ inspections should 
be checked as far as j)ossiblc by superior officers, who should regard 
this duty as one of the most important items of village insi)ection 
work. Care should be taken that the advance or grant will fully cover 
so much of the total outlay required to construct the work as the 
borrower is unable to provide from his own resources. Insufficient 
allotments merely lead to waste and tempt the borrower to misapply 
the money received. 

210. ForcMH' of onffaj/ in earh province. — In order to give some 
ro\igh idea of the suras which may have to be provided during the 
first few years until repayments of iakavl bagin to flow in, we 
hazard the following forecast of the amounts likely to be required ' 
annually in each province : — 


Peovince. 

Total. 

Free grant. 

Takavi. 


Lakhs. 

Lakhs. 

Lakhs. 

Madras 

20 

6 

16 

Bpmbay 

15 

6 

10 

United Provinces 

I 

2 

8 

Funjab 

10 

1 

9 

Bengal 

9 

1 

j 8 

Central Provinces 

0 

2 

4 

Other Administrations 

5 

1 

4 

Total...... 

75 

17 

58 
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The amounts at present allotted to these provinces for tahavi alone 
average 19i lakhs in ordinary years. What we virtually recommend, 
therefore, is that Government should treble the existing taJcavi grants, 
and make an allotment of 17 lakhs for free grants-in-aid of works 
of private imiirovement, under some definite head of expenditii^-e, 
say, ^minor works, — agricultural.^ 

211. We have very little on which to base this forecast, except 
conjecture and the opinions of well qualified officers. The exact allot- 
ments will have to be settled with Local Governments and Administra- 
tions. But even this expenditure will effect very little. Thus, 
calculating the expenditure required to protect an acre of land by 
means of the various private works at Rs. 100 in Madras and 
Bombay, and Rs. 50 elsewhere, we find that 75 lakhs would give 
protection to about one hundred thousand acres per annum. In 
twenty years, therefore, the protected area would have been 
increased by two million acres. A considerable portion of this, 
however, would not be in the areas liable to severe famine. It 
will probably be sanguine if we calculate that one and-a-half 
million acres within these areas can be protected in twenty years 
by means of taJcavi and grants-in-aid. Excluding Burma, the 
total area of cultivation exi)osed to famine may be put roughly at 
one hundard and fifty million acres. Thus, by means of takavi 
and grants-in-aid alone, protection can be given to not more than 1 
•per cent, of that area. This proj)ortion is so small that, if reliance 
had to be placed on Government aid only, it might seem hardly 
worth while to lend it But the value of tahavi advances and grants- 
in-aid is by no means limited to the actual amount of work effected 
by their means ; they give, in addition a real stimulus to unaided 
private effort'. Having regard to the rate of progress attained in 
Uie various provinces in the jmst without any assistance, or with 
the aid of comimratively little stimulus of the kind, we shall not 
perhaps be over-sanguine if we hope that the area under irriga- 
tion from private works may be doubled in fifty years. But even 
if this result be obtained, then deducting one-fourth of the increase as 
occurring in the areas not exposed to famine, the increase of protection 
in the famine-exposed tracts will not exceed 18 per cent of their 
area, and it becomes evident that, notwithstanding every possible 
extension of private works, considerable areas must remain without 
'' pKoteotion by their means. 
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Financing of advances and grantS’in-aid , — The amounts of 
the grants to be provided for takavi advances, and for grants-in-aid of 
private irrigation works, will necessarily come under revision from 
time to time, say, at intervale of five years ; but the revision should 
be made rather with reference to recpiirements, and to the maximum 
amounts that can be effectively expended under existing conditions 
of administration, than to budget exigencies. We cannot too strongly 
insist that the success of the policy which we advocate, will depend 
on its being pursued systematically and continuously, at whatever 
rate of progress may give the best results, and without being liable 
to interruption in years of great financial stress. We consider that 
the additional expenditure proposed will not impose any permanent 
burden on the State, for there will be an adequate return in the greater 
protection afforded against famine ; but we apprehend that consi- 
derations of ways and means may sometimes render it difficult to 
carry out this ^wlicy continuously. Assuming provisionally that 
for the next few years the mte of expenditure will be as proposed, 
there may be a difficulty in providing the grants required out of 
current revenues. The 17 lakhs to be provided for grants-in-aid 
will be practically a new item of ex2)enditure, while the grants for 
iakavi will exceed the normal under this head by 40 lakhs. 
There will not only be a great immediate increase in the demand 
under the latter head, but its duration will be greatly ])roIonged if 
the period of repayment of loans is extended as we have suggested ; 
and we have also proposed a reduction in the rate of interest which, 
will involve the surrender of some of the profits which the State 
has hitherto made on its iakavi transactions. We have suggested a 
universal rate of interest at 5 per cent, as the basis of all loan transac- 
tions for agricultural improvements, in the belief that this rate 
will be sufficient to cover all the risks of loss, but if this rate 
is likely to be too low, it must be increased. We thihk that the 
State should not look for direct financial profit on these transactions ; 
but we recognize at the same time that it must be a cardinal prin- 
ciple of takavi transactions that they are self-supporting and involve 
no loss to the Sfcate, and that the expansion of operations which ai« 
recommended depends on the rigorous observance of this principle. 
Subject to this condition, however, we think that the only limit 
to the takavi grants should be the amount which the people are 
willing to take, and the officers of Government are able to 
distribute, with due regard to security and other considerations ; 
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and that, if the amounts required cannot be provided from general 
revenues, some arrangement should be made under which the money 
could be obtained from loan funds, as for expenditure which will 
be essentially productive, and which will all be eventually recouped. 
These conditions will not apply to expenditure incurred on private 
irrigation works, which cannot properly be met from loan funds ; but 
we suggest for consideration that expenditure of this kind should be 
recorded under a new head, as grants-in-aid for private agricultural 
works, and should be chargeable against the famine grant, or, in otheT 
words, should be met from that jxjrtion of the gmnt which would 
otherwise be shown as applied for the reduction or avoidance of debt. 
We think that any expenditure which will tend to increase the 
protective efliciency of private works is as legitimate a charge against 
the famine grant as expenditure on non-productive irrigation works, 
and may be justified on the same ground — that it will tend to reduce 
the amount of future charges for actual famine relief, and is a better 
insurance against the cost of famine than a corresponding reduction 
in the public debt. 

213. In order, then, to secure that continuity of policy and action 
which we have recommended, we further suggest that Local Govern- 
ments and Administrations should be invited to submit estimates of the 
full amounts which they can distribute over a series of years, not less 
than five ; and that they should be given regular annual allotments up 
fo which they should be exj^ected to work. Failure to do so should be 
explained, but should not be made the ground for diminution of the 
allotments during the remainder of the period, unless the local 
authorities convince the Supreme Government that experience already 
gained has demonstrated the impracticability of spending up to 
them, , Similarly, heads of districts and divisions should get for a 
term of years regular allotments based upon .carefully framed 
estimates of requirements. The fixing of allotments, however, should 
•not exclude the grant of special additional . allotments on good cause 
shown. Allotments to provinces, or parts of provinces, unaffected by 
famine have sometimes been curtailed in order to satisfy the demand 
in affected localities. Such curtailments should be avoided, if at all 
possible, with due regard to financial exigencies. Any check to the steady 
development of private improvements by means of advances is likely to 
have serious and permanent effect on the zeal of Local Governments 
and officials on which the success of the system so largely depends. 
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214. Summary . — In order to make our proposals clear, we 
summarize below those which relate especially to precarious or selected 
tracts. The remainder apply to all parts of India in which takavi 
may be advanced for purposes of irrigational improvement: — 

(1) Special libeiulity in estimating periods of repayment 

(paragraphs 192-194). 

(2) Special arrangement specified in paragraph 195. 

(3) Advance of money on the spot (paragraph 197). 

(4) Payment by surcharge on fluctuating revenue (paragraph 

204). 

(5) Special famine measures (paragraph 206). 

(6) Grants-in-aid (paragraph 207). 



\Tlemlniion of the Govermieni of hdiaj No. 6-204-16 j dated the 

Both Novewherj 1906^ « 


PuiKCIPLES ON WHICH THE SYSTEM OF ADVANCES, UNDER THE LaND 

Improvement and Agiucultcrists^ Loans Acts, 

SHOULD BE WORKED. 

The Government of India have had under consideration the system 
in force for the advance of Joans from State funds to assist in the 
development of agriculture, whether under the Land Improvement 
Loans Act, 1883, or under the Agriculturists’ Loans Act, 1884. 
The recommendations made on the subject by the Famine Commission 
of 1901 were referred for opinion to Local Governments, and after 
consideration of their replies, and of the recommendations made on 
the same subject in the report of the Irrigation Commission of 1903, 
the Governor General in Council is now in a position to lay down 
the principles on which he considers that such loans should be made, 
and to offer certain suggestions with the view of making their 
operation more effective. He agrees with both Commissions that the 
system is a very valuable one, both in ordinary times and in times 
of drought; that it should be the policy of the State, as supreme 
landlord and as the guardian of the peojde against famine, to promote 
with reasonable liberality, the execution by private persons of works 
wMch will add to agricultural efficiency and increase the total produce 
of husbandry ; and, that loans for the purpose of purchasing seed 
apd cattle and for other agricultural objects, not covered by the Land 
^Improvement Loans Act, should not be limited to times of special 
stress, but should, like those made for the ^improvement of the land, 
form a part of the ordinary revenue administration. The consideration 
which has now been given to the subject has Jed him to the conclusion 
that in most Provinces the existing rules might safely and properly 
be revised, so as to secure greater simplicity, liberality and elasticity 
in the w'orking of the system, and thus increase its popularity and 
the advantages derived from it by the agricultural population, 

ii. This Resolution will first deal with loans made under the lAiid 
Improvement Loans Act on ordinaiy conditions, and then with loans 
on special terms and advances made under the Agriculturists’ Loans 
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Act; and it will be convenient to consider land improvement loans 
chiefly in connection with the construction of wells, though it should 
be understood that the principles enunciated also apply, so far as may 
be, to tanks, water-courses, embankments and other works for the 
improvement of land. 

' fl. As regards the mte of interest to be charged on ordinary 
advances under tlie Land Improvement Loans Act, the present practice 
is tliat in Madias, Bombay and Burma the late levied is 5 per cent., and 
that 1 air other Provinces it is ()J per cent. Both the Famine Com- 
mission and the Irrigation Commission suggested that the rate might 
with advantage be made 5 per cent, in all Provinces, though the 
latter Commission admitted that a rate of per cent, is not in 
itself excesssive, and that the people regard it as extremely liberal. 
The general opinion of the Local Governments of Northern India, 
however, is that there is no good reason for reducing the present 
rate of GJ per cent.; and with tliis opinion the Governor Geneiul 
in Council concurs. This rate is very much less than that warranted 
by the custom of the country and charged by village money-lenders, 
and it does not seem probable that a reduction of the rate of intereit 
from GJ to 5 per cent, would have any appreciable effect in increasing 
the demand for loans, as the ordinary borrower would not be likely 
to have any clear idea of the benefit he would , derive from the 
reduction. The Governor General in Council agrees with the Irriga- 
tion Commission that loans under the Land Improvement and 
Agriculturists’ Loans Acts need not be made a source of direct profit 
to the State ; and he considers that where the present rate of interest 
is found to result, after taking into account all classes of transactions 
(including remissions) under both Acts, in a net profit to the 
Local Government, this margin of profit should be utilised, not in 
giving a reduction in the general rate of interest charged to all 
borrowers, but in granting special concessions to those borrowers 
who stand in need of them, and thus rendering the system 
more elastic. He would regard the margin between the rate 
paid by Government on the loans it raises, and that charged by 
Government on the advances made to agriculturists, as an assurance 
fund against risks and a sinking fund to cover losses^ such as may 
be expected to occur in individual cases. For these reasons the 
Government of India agree with the Local Governments of those 
Provinces in which the rate of interest ‘ is at present per oent^ 
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that there is no good reason for a reduction of that rate, and would 
ask the Governments of Madras, Bombay and Bunna to consider 
whether the rate at present charged in those Provinces might not, with 
advantage, be raised to CJ per cent. 

4. Under the present rules it is usual to levy penal or compound 
interest on overdue instalments, and the Irrigation Commission recom-. 
mend that such interest should be exacted only in very exceptional 
cases. In this recommendation they are supported by several Local 
Governments, and more es])ecially by the Lieutenant-Governor of the 
United Provinces, who points out that the failure to j)ay interest when 
due must be owing either to contumacy or to })overty, and that in the 
first case coercive process to enforce payment should be taken without 
delay, and in the second the question is whether some remission should 
not be granted, and not whether more interest should be exacted. 
The Government of India are unable to accej^t this argument without 
modification, as, even when the delay is due to contumacy, it is 
impossible, in practice, to levy the arrear at once, and it is equitable 
that a delay so caused should involve a penalty, if only as a lesson in 
pjanctuality. They agree, however, that Local Governments should be 
prepared to remit or reduce compound and penal interest in cases in 
which they are satisfied that the failure is due to inability to pay and 
that the levy of such interest would be productive of hardship. 

5. Under most of the present sets of rules the maximum ordinary 
term fixed for the repayment of a loan is 20 years. The Famine 
Commission suggested that this period might be extended, and the 
Irrigation Commission recommended that no maximum period for 
repayment should be prescribed, or that the maximum term should be 
fixed at 50 years, Local Governments being empowered to prescribe 
maximum periods for different tracts and districts and for different 
classes of works, having regard mainly to the durability of the work 
for which the loan was granted. After full consideration of these 
jSuggestions, the Government of India are of ojpinion that in the case 
of ordinary improvements a twenty years’ term for repayment is 
generally sufficient for the following reasons. An examination of 
interest tables drawn up to show the amount of th6 annual or 
half-yearly iiiltalraents required to discharge, within different periods, a 
loan of Rs. 100 at OJ or even at 5 per cent, will prove that, to extend 

’ the period of repayment beyond twenty years effects no substantial 
reduction in the amount of the annual or half-yearly instalment ym 
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that suoh an extension affords no great immediate advantage to the 
borrower, while it burdens him for a longer term with the duty of 
making repayments. A still stronger reason is to be found in the 
consideration that the amount of funds available for making such 
loans is limited, and that the rate, at which fresh loans can be made, 
depends to a large extent on the rate at which the money already out 
on loan is repaid to Government, so that it may be utilised by being 
re-issued in the form of further loans. Thus to extend the term 
generally adopted for repayment would reduce the number of improve- 
ments whieli could be aided by means of the total sum available, and 
render it less effective for the purpose in view. The Government of 
India, therefore, are of o])inion that the ordinary term for repayment of 
loans should not exceed 20 years ; but they have no objection to a Local 
Government’s taking the power to grant a longer term in special cases. 

6. In fixing the actual term of repayment in individual cases some 
consideration should no doubt be paid, as recommended by the Irriga- 
tion Commission, to the probable durability of the improvement, with 
the view of arranging that the whole of the loan shall be repaid 
before the improvement ceases to be of use ; but this is a matter in 
>vhieh the convenience of the borrower may well be consulted, and the 
Government of India recommend the following procedure, which has 
already been adopted in some Provinces. A specimen table* appended 
to this Resolution shows to the nearest anna the amount of equated 
yearly or half-yearly payments that would be required to discharge a 
loan of Rs. 100 with interest at 6J per cent., in periods 
of 10, 15 and 20 years respectively, from the date of the 
first instalment, assuming that this is paid at the end of three years t 
from the date on which the loan is drawn. Similar tables should be 
drawn up for other amounts and periods, and should be explained to 
the borrower, it being left to him to choose, subject to the approval of 
the lending authority, which table of payments he will adopt. The 
borrower will then easily undei’stand how many instalments of so many 
rupees each he will have to repay, and will be able to select the 
scale which best suits his convenience. As regards the date from 
which the repayment should commence, the Famine Commission 

• See pp. 126.27. 

t Ab stated farther on in this paragraph, the period of grace contemplated is not 
to exceed 2 J years ; bnt three years has been taken in the table to cover the resnUs <d 
nnponotnalities #hich will probably occur in the repayment of the instalmentsi 
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suggested that a more careful adjustment of the payments might be 
made to the time when profits begin to accrue. On this point also the 
Government of India think that within reasonable limits the 
convenience of the borrow^er may be consulted, and that the object 
should be to ensure that payment, either of principal or interest, is 
never exacted before the date when, by the exercise of such due dili- 
gence as may reasonably be expected of an Indian peasant, the profits 
of the improvement might be expected to cover the payment. This 
period of grace should not, however, exceed years in any case, and 
interest should be charged during its currency : this will be allowed 
for in the tables above mentioned. The Government of India are not 
prepared to agree to the su^'gestion that the borrower might be 
allowed to rejiay instalments of the loan only so long as the well 
endures, as this would involve enquiries which would be accompanied 
by some trouble everywhere, and might often prove impracticable 
owing to insutliciency of staff or of records. 

7. In some Provinces the rules regarding the nature of the secuiity 
to be required before a loan is granted for the improvement of land seem 
to be unnecessarily strict. Under section 7 (1) of the Land Improvement 
Loans Act, all loans gianted under the Act, as well as the interest 
chargeable thereon, may be recovered from the borrower as if they 
were arrears of land revenue due by him, and out of the land for the 
benefit of which the loan has been granted, up to the extent of the 
interest of the borrower in that land, including the interest of 
mortgagees on, or persons having charges on, that interest. Where, 
therefore, the borrower's interest in the land to be improved is sufficient 
seteurity of itself to cover the loan, no further security should be 
demanded. The Madras rule on the subject lays down that no loan 
should be granted unless the value of the security offered exceeds by 
at least one-fourth the amount of the loan applied for. The Govern- 
ment of India are, however, of opinion that this rule may be relaxed 
with safety, and are inclined to suggest that, where the amount of the 
loan does not exceed three-fourths of the value of the land after the 
improvement has been carried out, no collateral security need be 
required. Where the interest of the borrower in the land to lie 
improved is not sufficient of itself to ensure the repayment of the loan, 
it is necessary to require further security, which may consist of other 
lands belonging to the applicant, or of land belonging to other 
persons who are willing to become his sureties, or of personal security* 
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Ifc is for the Local Government to satisfy itself that the security 
offered, in whatever form it is given, is sufficient to guarantee the 
repayment of the loan, and where it is of opinion that security other 
than land is sufficient, there is no objection to such security being 
accepted. Indeed, the Government of India strongly endorse the 
opinion recorded by the Irrigation Commission that, the joint personal 
security of several persons may often be accepted as sufficient to 
ensure the repayment of a loan, and recommend for the consideration 
of Local Governments the rule now in force in Madras to the effect 
that, when a loan is applied for by the members of a village communi- 
ty, or by a group of cultivators on their joint personal security, the 
Collector may, at his discretion, advance on such security an amount 
not exceeding five times the annual assessment of the land held by 
the applicants. In this connection it may be mentioned that in some 
Provinces great delay is caused by an enquiry into jirevious encum- 
brances on the land offered as security ; although, seeing that under 
the Act, the existence of mortgages or other charges on the interest 
of the borrower does not lessen the security for the loan, it would 
seem unnecessary to make elaborate enquiries regarding previous 
encumbrances on the land to be improved ; and the Government of 
India trust that Local Governments will provide that such an enquiry 
shall not be carried further than is necessary with due regard to the 
security of the loan. The Irrigation Commission l^ve called atten- 
tion to the difficulty of advancing money for irai^rovements to tenants 
in some Provinces owing to their having no traiisfemble rights in • 
their holdings, and Local Governments will be separately addressed 
on this subject. Meanwhile the Government of India 
desire to express their concurrence in the recommendation of the 
Commission that, where the personal security of a tenant, or the joint 
security given by several tenants, is sufficient to ensure the repayment 
of the loan, the experiment of making advances to tenants on such 
security ought to be freely tried. In some Provinces a rule exists 
forbidding the granting of a loan to any borrower, who is in arrears 
for land revenue, or for a previous loan; but the Government of 
India are of opinion that this in itself is no sufficient reason for 
refusing a loan, if the security offered is otherwise satisfactory, and 
recommend that Collectors should be given the discretion of granting 
loans to persons in arrears, when they are ^tisfied as to the security 
offered. i 
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8. The rules in force in some Provinces regarding the procedure 
n granting loans might also be revised with the object of affording 
greater facilities to persons wishing to borrow. Arrangements 
night be made for the supply free of cost of printed copies of a form 
>f application, to be presented to any revenue officer, and all revenue 
ifficers might be recpiired in the case of an oral application to cause 
t to be recorded in the prescribed form by some official. It is usually 
ufficient in the case of an application for a small loan to refer it for 
ocal eiKpiiry to an officer not below the rank of revenue inspector, or 
leld kan lingo ^ though, where the loan applied for exceeds Rs. 500, 
t would be advisable to i)reseribe that the local enqiiiiy should be 
londucted by an officer of a rank not lower than that of a deputy 
ahsildar. In Madras iaJunldars have the power to sanction loans not 
5 xceeding Its. 250, while Divisional Officers can sanction loans up to 
[Is. 500, and Collectors up to Rs. 1,000; and other Local Governments 
Lre requested to consider whether similar powers to sanction loans 
50uld not safely be delegated to subordinate officers, so as to obviate 
he delay of a reference to higher authority. In the case of a large 
oan it is advisable to advance the money in instalments, the second 
nstalment not being granted until the lending authority is satisfied 
)y local inspection that work to the value of tlie first instalment has 
}een executed ; but care should be taken that this condition does not 
ead to Relay, and reports of trustworthy subordinates as to the 
progress of the work should be accepted, subject only to such check 
IS is considered necessary. Great importance should be attached to 
bhe principle that the advance should be sufficient to cover so much 
)f the total outlay required to construct the work as the borrower is 
unable to provide from his own resources, as it is often better to refuse 
altogether an application for an advance than to sanction it in pq.rt 
mly, leaving the applicant to borrow elsewhere to complete the work. 

9. The Government of India concur with the Irrigation Commis- 
sion as to the importance of elasticity in the* collection of instalments 
for the repayment of loans, and approve of their recommendations that 
suspension should be given without hesitation, whenever, from causes 
beyond the borrower’s control, his crops fail to such an extent as to 
render the payment of the instalment unduly burdensome to him; 
that whenever suspensions of revenue are granted on a large scale over 
a wide area, they should carry with them automatically suspensions of 
the iiikavi instalments which may be due the same year ; that the officer 
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who has authority to grant the loan should also have authority to 
grant suspension ; and that the suspended instalment should not be 
made payable in the ensuing year with the instalment of that year, 
but that the effeet of suspension should be to postpone for one 
instalment period the pn^’ineiit of all remaining instalments due on 
.the loan. When a man borrows money he should be required to repay 
the loan with interest ; but time should be given him to make those 
repayments in such a manner as will not be ruinous to him. As 
regards remissions, the (lovernment of India are of opinion that it is 
a sound principle not to remit repayment of a loan so readily as 
remissions of ordinary land revenue are granted, and that as a general 
rule the risk of the failure of an improvement should be borne by the 
borrower, as this affords the best guarantee that the money will be 
judiciously a[)plied ; but they will have no objection to a Local 
Government’s remitting ouistanding instalments or a part of them, 
when a work fails from causes beyond the borrower’s control and when 
recovery of the loan in full would occasion serious hardship ; and they 
arc pre])ared to consider proposals for the delegation of the power of 
granting such remissions to local officers. 

10. The foregoing paragmphs have dealt with the treatment of 
ordinary loans under the Land Improvement Loans Act. The 
Irrigation Commission have made certain proposals with the view of 
encouraging irrigation in epecially precarious tracts. They recommend 
that in selected areas, which have suffered severely in recent famines, - 
and have not since obtained, by irrigation or otherwise, protection 
sufficient to guarantee them against the recurrence of similar calamities, 
land-owners should be encouraged to apply for loans on ordinary 
conditions sufficient to pay for a portion of the cost of the contem- 
plated improvements, and that Government should make a free grant 
of the remainder of the cost, the proportion of the free grant to the 
total cost dej)ending on the property of the applicant and the marginal 
profit from irrigation, the suggested maximum being half the total 
amount required up to a limit of Ks. 600. The Government of India 
have no. objection to free grants being made under such circumstances, 
i.e., when they are applied to works, the success of which is calculated 
to reduce future expenditure on famine relief ; but under present 
circumstances they must be debited in the same way as actual famine 
outlay and charged to Provincial Revenues. The Government of 
India will consider separately whether such grants-in^aid might not 
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be specially charged against the Famine Insurance Grant, as Protective 
Irrigation expenditure to be met from Imperial funds. This course 
would, however, require the sanction of the Secretary of State, and it 
is subject to the disadvantage tliat the sums so spent would reduce the 
amount available for outlay on ordinary Protective Irrigation works 
and on Protective Railways. Such free grants cannot in any case be 
charged to the loan account, but it is advisable to provide that they 
may be recoverable as an arrear of land revenue, should the money be 
spent otherwise than in accordance with the conditions of the gift, 
and it will be for Local Governments to consider whether this can be 
provided for under the existing law, or whether further legislation on 
the point will be necessary. 

11. Advances made in ordinary times under the Agriculturists* 
Loans Act for the purchase of seecl, fodder, cattle, and other require- 
ments of agiiculture are undoubtedly of the greatest advantage to poor 
cultivators, and often enable them to sow their lands or preserve their 
cattle without getting into hopeless debt; and, where funds are 
available, liberal advances should be made for this purpose. In some 
Provinces loans of this character are made free of interest or at low 
rates of interest ; but the G yernment of India are of opinion that, 
as a geneml rule, it is good policy to require a borrower who is given 
a direct loan to pay a fair interest for it; and that, save in very 
exceptional circumstances, the same rate of interest should be charged 
‘ as is charged on loans made for the improvement of land. The 
prijiciples already enunciated regarding land improvement loans are 
generally applicable to advances made under the Agriculturists* Loans 
Act, but as such loans are usually of small amount individually, and 
are often required to be disbursed in large numbers and with as little 
delay as possible, it is still more important in this case to simplify and 
expedite the procedure by such measures as empowering subordinate 
officers to sanction loans and accepting joint or personal security. In 
accordance with the recommendations made' by the two Commissions, 
the Government of India have already authorised a system of 
employing selected officers to take lump sums with them into camp, 
and disburse loans on the spot on the receipt of the borrowers. This 
system has been authorised as regards advances to be made under both 
Acts, but is specially applicable to petty advances made for the 
purchase of seed and fodder. The Government of India also approve 
ctf the suggestion made by the Famine Commission that, where 
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available, non-official agency might be employed to aid in making 
enquiries and disbursing loans ; and where the number of such loans 
is large, it will often be found advisable to make the necessary 
enquiries well beforehand, and io arrange for the immediate disburse- 
ment of the money when the loan is actually required, as, for instance, 
j^^n rain falls at seed-time. 

12. The foregoing considerations are applicable to the case of 
loans made in ordinary times ; and, it remains to consider the case 
of loans made to agriculturists in anticipation of scarcity or 
during the currency of famine. As regaids such loans, the Government 
of India agree with the opinion expressed by the Famine and Irriga- 
tion Commissions, that loans to agriculturists are especially required 
in the very early stages of famine as a measure of moral 
strategy, and to ])ut heart into the people, and that a system of 
advances when made in good time and with piaident forethought, 
is a most efficient form of relief, and one which can to a very 
great extent be freed from the pauperizing influences of State 
charity. These principles have been incorporated in the revised 

Famine Codes and will no doubt be acted upon when occasion arises. 
It has been usual in most Provinces to make advances in famine times 
on low interest or free from interest altogether, and to remit them 
with great generosity. The Government of India however agree 
with the Famine Commission that this is mistaken charity, likely to 
demoralise the people. They are of opinion that these advances 
should always carry interest at the usual rate, and that while due 
regard should be paid to the subsequent seasons and the circums- 
tances of the borrowers, repayment of these loans should, take 
precedence of the recovery of arrears of land revenue. If it is 
necessary to grant some remission, it should take the form of a 
remission of land revenue, and the loan with interest should be 
recovered ; or, if this will involve great hardship, a portion of the 
loan itself, and not merely the interest, should be remitted. In 
times of famine, in place of granting loans free of interest, the 
system of making free grants in addition to repayable loans, already 
alluded to, may be freely utilised. Advances may be made to land- 
owners for the construction of private works to enable them to give 
employment to the poor, a portion of the advance being made in the 
form of a loan repayable with interest on ordinary terms, and the 
raDoainder in the form of a free grant-in-aid from ft^mine to be 

13 
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spent on the employment of labour in accordance with the system ol 
‘'Aided Village Works/’ for which provision has been made in the 
revised Famine Codes. In such times a similar system may be adopted 
as rejTjards advances for the purchase of seed, fodder, or cattle. 

18. The Government of India agree with the Irrigation Commis- 
sion that the system of loans to agriculturists ^^Duld be rendered mon 
popular, both with the subordinate revenue officers and with the 
borrowers, if the procedure and the system of accounts could be 
simplified. The chief difficulty in effecting an improvement of 
this character is the necessity of distinguishing between repayments 
of principal and interest. Under the system of eepiated paymente 
mentioned above, it would be unnecessary to show, in the account 
made over to the borrower, the distinction between cajutal and interest; 
as all that he need be told is the number of even rupees to be paid 
by him at each instalment, and the number of instalments he will 
have to pay ; and the Government of India will consider separately 
whether it will be possible to relieve the subordinate revenue establish- 
ment from the necessity of keeping up for each borrower’s account 
details of principal and interest. In any case, however, it will be 
necessary to maintain these details in the Account Offices. 

14. As regards the source from which funds may be obtained for 
increasing the amount available for advances under the twD Acts, 
the present system is that, funds are provided by the Imperial Govern- 
ment and advanced to Local Governments under the Provincial Loan 
Account, which includes not only advances to agriculturists, but 
^ also loans to Municipalities, District Boards, and landed proprietors. 
Interest at per cent, is charged to the Local Government on the 
mean between the outstanding balances at the commencement and at 
the close of the years, and Provincial Revenues are credited with the 
full amount of interest realised on the loans granted by the Local 
Government, and are debited with any sums which it may be neces- 
sary to write off as irrecoverable. The sums recovered by way of 
repayment of previous loans are available for making fresh advances, 
and should any further sum be required by the Local Government, 
it is found, so far as possible, by the Imperial Government from its 
resources for the year. The amount outstanding on the 81st March, 
1904, on account of advances to cultivators under the two Acts was 
over erores, and the average amount of loans made during the 
,]ast ten years has been 86 lakhs per annum, or^ excluding the four 
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famine years, 57 Jaklis l)er annnni. AVhile the Government of India 
agree with the Irrigation Commission that it is very desirable that 
the supjdy of funds for this purpose should be continuous and suffi- 
cient to meet all reasonable demands, they are unable to accept their 
recommendation that the amount available for such loans should be 
^T^tly increased and should be })rovided continuously without being 
liable to interruption in years of financial stress, the money being 
obtained from loan funds if necessary, seeing that the additions to 
the Provincial Loan Account are made from the cash balances of the 
Government of India, which are neee:;sarily limited according to the 
circumstances of the year. 'J’hey, however, recognise that, should 
the system of loans In agriculturists be imj)roVed in accordance with 
the suggCKstions already made, the demand for such loans is likely to 
increase gradually, and so long as it is ke 2 )t within reasonable bounds, 
and is a natui*al and not an artificially inflated demand, they will 
endeavour to meet it to the extent to which funds may be available 
from time to time. 

15. In this connection the Governor-General in Council thinks it 
necessary to utter a word of caution against what he considers to be 
a very real and practical danger, namely, the danger of creating, 
bj' too active a policy, a forced and sjmrious demand for these advan- 
ces. Even undei’ the most favourable circumstayces irrigated 
cultivation requires, at all events in the case of wells, more capital 
tlian dry cultivation ; and in many parts of the country, where the 
wells are costly and their results uncertain, and where physical con- 
ditions make it ])ossible to irrigate only a small area from each well, 
only the highest form of cultivation, which entails very considerable 
annual expenditure, is likely to be profitable. In such a case it is 
worse than useless to encourage a peasant to contract a debt for the 
construction of a well, the profitable working of which is beyond his 
resources ; and the Government of India, while they are anxious to 
see the system of advances administered in a sympathetic spirit, and 
made as simple and liberal and elastic as possible, trust that no exces- 
sive inducements will be held out to individuals to apply for loans 
which they may find it difficult to repay, and that any increase of 
demand will be spontaneous, and therefore healthy. 

1 6. Under the Provincial Loan Account system any profits or losses 
that may occur on these loans are credited or debited to Provincial 
Rturenutis, and thh Qhvemment of India would suggest to Lotoad 
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Governments that, as recommended by the Famine Commission, an 
administrative account should be maintained for the loans under the 
two Acts, showing on the one side the 2 )rofit made by the Local 
Government by charging to borrowers a higher rate of interest than 
it pays to the Imperial Government, and on the other, the cost of 
remissions and of other exj)enses connected with these loans ; and 
that where, on an average of years, the net profits of the Local 
Government are large, measures should be taken fx) reduce them, 
not by a reduction of the rate of interest charged, but by more 
liberal treatment of those cases in wliich the borrower has met 
with misfortune, or by providing exj^enditure for such purposes 
as maintaining a staff for well-boring or other aids to land improve- 
ment, or for an extension of the system of free grants-in-aid. 
It must, however, be clearly understood that exj^enditure on such 
establishments or grants, though it may be justified by profits on 
loan transactions, is entirely distinct therefrom, and must be sejja- 
rately debited in the Local Government’s current expenditure. 

17. Seeing that the financial res^ionsibility for this loan system 
rests with the Local Governments, the Government of India are 
prepared to relax the present law, under which the previous sanction 
of the Governor-General in Council is required for any modifica- 
tion of the rules in force, and will take steps to have the necessary 
change made in the existing Acts. Local Governments will then 
be emi^owered to revise their rules at their discretion subject only 
to the control of the Imj^erial Government ; but whenever it is pro- 
posed to make any change which is not in accordance with the j)rinci- 
[des enunciated in this Resolution, or which materially affects financial 
arrangements, i)revious reference should be made to the Government 
of India ; and in all cases cojnes of the notifications effecting changes 
in the rules should be sent to the Government of India for their 
information. 



[Extracts from the Land Imjirovement Loans Act, 19 of 188i 

4. (1) Subject to sucli rules as may be made under section 
loans may be granted under this Act, by such officer as may, 
time to time, be empowered in this behalf by the Local Go verm 
for the purpose of making any improvement, to any person hav 
right to make that improvement, or, with the consent of that p( 
to any other person. 

(2) Improvement^^ means any work which adds to the le 
value of land, and includes the following, namely : — 

(a) the construction of wells, tanks and other works foi 
storage, supply or distribution of water for the 
poses of agriculture, or for the use of men and i 
employed in agriculture ; 

{b) the prepamtion of land for irrigation ; 

(c) the drainage, reclamation from rivers or other watei 

protection, from floods or from erosion or other da 
by water, of land used for agricultural purpose 
waste-land which is culturable ; • 

(d) the reclamation, clearance, enclosure or permanent imp 

ment of land for agricultural puri)oses ; 

(e) the renewal or reconstruction of any of the foregoing w 

or alterations therein or additions thereto; and, 

(/) such other works as the Local Government, may, 
time to time, by notification in the local o 
Gazette, declare to be improvements for the pur 
of this Act. 

5. (1) When an ai^plication for a loan is made under this 
the officer to whom the application is made may, if it is, i 
opinion, expedient that public notice be given of the applies 
publish a notice, in such manner as the Local Government may, 
time to time, direct,^ calling upon all persons objecting to the loa 

^ appear before him at a time and place fixed therein and submit 

objections. 
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(2) The officer shall consider every objection submitted under 
sub-section (1), and make an order in writing either admitting or 
overruling it ; . 

Provided that, when the question i-aised by an objection is, in 
the opinion of the officer, one of such a nature that it cannot be 
satisfactorily decided except by a Civil Court, he shall postpone 
his proceedings on the a])plication until the (juestion has been so 
decided. 

0. (1) Every loan granted under this Act shall be made repay- 
able by instalments (in the form of an annuity or otherwise), within 
such period from the date of the actual advance of the loan, or, when 
the loan is advanced in instalments, from the date of the advance 
of the last instalment actually paid, as may, from time to time, be 
fixed by the rules made under this Act. 

(2) The period fixed as aforesaid shall not ordinarily exceed thiHy- 
five years. 

(3) The Local Government in making the rules fixing the period, 
shall, in considering whether the period should extend to thirty-five 
years, or whether it should extend beyond thirty-five years, have 
regard to the durability of the work for the purpose of which the 
loan is granted, and to the expediency of the cost of the work being 
paid by the generation of 2 )ersons who will immediately benefit by 
the work. 

7, (1) Subject to such rules as may be made under section 10, 
all loans granted under this Act, all interest (if any) chargeable there- 
on, and costs (if any) incurred in making the same, shall, when they 
become due, be recoverable by the Collector in all or any of the follow- 
ing modes ; namely : — 

(a) from the borrower — as if they were arrears of land-revenue 
due by him ; 

(^) from his surety (if any) — ^as if they were arrears' of land- 
revenue due by him ; 

(c) out of the land for the benefit of whioh the loan has been 
granted — as if they were arrears of land-revenue due 
in respect of that land j 
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(d) out of the propei-ty comprised in the collateml security 
(if an}^)— according to the procedure for the realiza- 
tion of land-revenue by the sale of immovable pro- 
perty other than the land on which that revenue is 
due : 

Provided that no proceeding in respect of any land under clause 
(c) shall afPect any interest in that land which existed 
before the date of the order granting the loan, other 
than the interest of the Iwrrower, and of mortgagees 
of, or jKwsons having charges on, that interest, and, 
where the loan is granted under section 4 with the 
consent of another person, Ihe interest of that person, 
and of mortgagees of, or persons having charges on, 
that interest. 

(2) When any sum due on account of any such loan, interest 
or costs, is ])aid to the Collector by a surety, or an owner of property 
comprised in any collateral security, or recovered under sub-section 
(1) by the Collector from a surety, or out of any such property, the 
Collector shall, on the a})plieation of the surety or the owner of that 
property (as the ease may be), recover that sum on his behalf from 

the borrower, or out of the land for the benefit of which the loan has 
been granted, in manner provided by sub-section (1). 

(3) It shall be in the discretion of a Collector acting under this 
section to determine the order in w^hieh he will resort to the various 
modes of recovery permitted by it. 



\^Extracts from the Agrieulfumtu* Loans Act, 12 of 1884,'] 

4. (1) The Local Government may, from time to time, subject to 
the control of the Governor General in Council, make rules as to 
loans to be made to owners and occupiers of arable land, for the relief 
of distress, the purchase of seed or cattle, or any other purpose not 
specified in the Land Improvement Loans Act, 1883, but connected 
with apfricultural objects. 

(2) All such rules shall be published in the local official Gazette. 

5. Every loan made in accordance with such rules, all interests 
(if any) chargeable thereon, and costs (if any) incurred in making 
or recovering the same, shall, when they become due, be recoverable 
from the j)erBon to whom the loan was made, or from any person who 
has become surety for the repayment thereof, as if they were arrears 
of land-revenue or costs incurred in recoverinj^; the same, due by the 
person to whom the loan was made, or by his surety. 

6. When a loan is made under this Act to the members of a 
villaj>e community, or to any other persons on such terms that all 
of them are jointly and severally bound to the Government for the 
payment of the whole amount payable in respect thereof, and a state- 
ment showing the portion of that amount which as among themselves 
each is bound to contribute, is entered upon, the order granting the 
*loan and is signed, marked or sealed by each of them or his agent 
'duly authorised in this behalf and by the officer making the order, 
that statement shall be conclusive evidence of the portion of that 
amount which as among themselves each of those persons is bound 
to contribute. 



\Extraci% fro / the Notifeation of the Government of Bengal^ 
dated the 23rd March ^ 1909 J\ 




Rules under the Land Improvement Loans Act, 19 of 1888. 


In exeitiise of the ])ower conferred by section 10 of the Land Im- 
provement Loans Act, 1883, the Lieutenant-Governor is pleased to 
make the following rules for Bengal (including the district of Sambal- 
pur) as to the grant of loans under the Act. 

1. (1) Subject to the provisions of these rules, and provided that 

the district allotment is not exceeded without the 

Powers of sanction . . <. i i xx* • • 

sanction of the Commissioner of the Division, 

Sub-divisional Officers, and also Deputy Collectors specially empowered 
by the Collector with the approval of the Commissioner, may sanc- 
tion Joans of sums not exceeding rupees 500 in each case, and the 
Collector may sanction loans up to rupees ] ,000 in each case, for 
purposes specified in the Act. 

* 

(‘2) Any loan exceeding rupees 1,000 shall require the sanction of 
the Commissioner, and exceeding rupees 5,000, the sanction of the 
Board ; and the Commissioner or the Board, as the case may be, may 
call for such detailed plans and estimates, or for such professional 
opinion, as may seem necessaiy, before sanctioning any such loan. 

2. Applications for loans may be presented to the Collector, or 
Application to whom to any other Revenue Officer, not below the rank 

to be made. ^ Kaniingo, authorised in this behalf by the 

Collector. 

8. (1) Application may be made orally or in writing. 

# * * 


4. (1) A Revenue Officer receiving an application under rule % 

shall either make a local ' enquiry himself, or 
oca e qniry. Cause One to be made by another Revenue Officer 
not below the rank of a Kanungo, or by some reliable non-official 
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agency, if available, for the purpose of ascertaining the particulars 
mentioned on the reverse of Form A * 

(2) A Kanungo sliall be so employed only when a gazetted officer 
is not available. 

5. If the Revenue Officer is not empowered by rule 1 to sanction 

Sabmission of appli- shall transmit f, he application with 

tion with report of his report to the Collector or to the officer who 
local enquiry. i j i 

ordered the enquiry, as the case may be, provided 

that, if the receiving or enquiring officer is subordinate to a Sub- 

divisional Officer, he shall submit it to the Sub-divisional Officer. 

6. The Local Government may, by general or special order em- 
Delegation of func- power any person to jiei-form all or any of the 

functions of a Collector or of a Revenue Officer 
referred to in rules 2, 4 and 5. 


7. In deciding whether the>eeurity offered is sufficient, the officer 
dealing with the application shall be guided by 
the following principles ; — 

(i) Where the amount of the loan does not exceed three-fourths 
of the value of the applicant’s ti’ansferable interest in 
the land, after the improvement lias been made, no col- 
lateral security need be required. 


• I. — Mahal, field number, area of land to be improved. 

II. — Status of applicant, i.e., proprietor or tenant. If a tenant, and the landlord's 
consent is required, whether the landlord objects. 

III, — Security — 

(i) If the land itself, the nature and value of the applicant's interest 
in it, and the nature and extent of encumbrances, if any. 

(ii) If personal, the names and status of the co-sureties. tJbt 

(iii) If property other than the land itself, its nature, value, and nature 

and extent of pre-existing encumbrances, if any. 

IV. — The Improvement — 

(i) Its estimated utility and value. 

(ii) Objections, if any, of third parties. 

(iii) Probable date on which it will begin to yield profit. 

V. — ^Bepayment — 

(i) Suitable date for first instalment, with reference to clause IV (iii). 

(ii) Proposed instalments and period of repayment. 

VI 4 — Date on which the loan or any instalment thereof should be received by the 
a|>pUcant, 
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(ii) Where the applicant's interest in the land is not sufficient 
of itself to guarantee the repayment of the loan, further 
security shall be required, which may consist of transfer- 
able interests in other lands belonging to the applicant, 
or to the other persons willing to become his sureties, or 
of personal security. 


(iii) Where a body of five or more co- villagers bind themselves 
jointly and severally as contemplated in section 9 of 
the Act, their personal security will generally be suffi- 
cient, and such officer may, if empowered by rule 1, at 


his discretion advance on such security an amount not 
exceeding five times the annual assessment of the land 
held by such villagers. 

8. If the pro|x>sed improvement falls within section 4, sub- 

, , section ^2), of the Act, and if the security offered 

Procedure. ... 

IS good and sufficient, the officer dealing with 

the application, or the Collector, when the application and report have 
been transmitted to him under rule 5, may, on completion of the local 
enquiry, sanction the loan himself, if he has power by rule 1 to do so ; 
other\vise, the Collector shall forwaixl the application, with his report 
thereon, to the Commissioner for disposal. 

9. Where the Revenue Officer, other than the Collector, has 
DiBbursoment of power under rule 1 to sanction tlie loan applied 

loans on the spot. enquiry is com- 

pleted, and the particulars mentioned on the reverse of Forai A are 
filled in, take the security required by rule 11, sanction the loan, and, 
if so desired by the applicant, disburse it on the spot. Loans, 
or instalments of loans, sanctioned by the Collector or any higher 
authority may be disbursed in the village by Sub-divisional Officers 
and Deputy Collectors empowered under rule 1, and by any reliable 
non-official agency, where available. 

Provided that disbursement on the spot may not in any case 
exceed rupees 600 for a single item : 

Provided also that, when any loan is payable in more than one 
instalment, the second or any subsequent instalment shall not be 
passed for payment by the sanctioning officer until he has had an 
enquiry * made locally and satisfied himself that satisfactory progress 
is being made witb the work for which the loan was sanctioned. 
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13. (1) In the case of a loan granted by instalments, if the 

Closure of loan, on applicant, after takinff one or more instalments, 
failure to take instal- i i i • • 

mont due. tails to take any other instalment within six 

weeks from the date on whicn he is entitled to it, the Collector may 

declare the loan closed. 

(*2) The total of the instalments taken by the ajiplicant shall 
then constitute the loan, which shall be treated as having been fully 
jiaid on the date on which the last instalment was actually taken ; and 
a fresh arrangement for repayment shall be made by the Collector, 
consistent with rules 17 and 18. * * * 


l-l. (1) The ordinary rate of interest on loans shall be one 
anna in the rupee, or 6j per cent, per 

Interest on loans. 

annum. 

(2) The Local Government may, for special reasons, and on special 
application through the Board of Revenue, sanction a loan at a lower 
rat-e of interest, or without interest. 

(3) If any instalment of principal or of interest, or of consolidated 
principal and interest, is not paid when it falls due, the Collector shall 
charge interest on it at 6^ per cent, per annum, from the date of its 
falling due to the date of payment : 

Provided that, whenever the Collector is satisfied that the default 
is due to inability to pay, and that the levy of such interest would be 
productive of hardship, he may, with the sanction of the Commissioner, 
reduce or remit it. 

(4) In charging penal interest on overdue instalments not sus- 
pended under rule 2 U, the same period of 15 days’ grace shall be 
allowed as in the case of payments of cesses, and thereafter interest 
shall be charged on the total of the overdue instalment at the same 
rate as the interest on the loan. 

15. (1) Interest shall be levied for the period intervening 

luwroetforiutenren. between the date of the completion of the loan 
lug period. (in cases in which loans are gianted in one pay- 

ment), or between the dates of the payment of the instalments (in cases 
in which loans are granted in instalments), and the date from which 
the first instalment of interest, consolidated with the first instalment 
of the principal, becomes payable. 

(2) The interest leviable in such cases shall be demanded "in a lump 
gum on the date on which the first consolidated instalment of principal 
attd intoFest is made ^yable. 
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16. (1) The re-paymenfc of the loan shall be made in accordance 

with the Table of Equated Repayments of Takavi 

Table of repayment. 

Loans, prepared by the Accountant-General, 
Ben^l, similar to the annexed Form F, which shows the amounts of 
equal yearly payments necessary to repay a loan advanced with 
interest at 6J per cent, per annum for any number of years from one 
to twenty. 

(2) When the instalments are payable half-yearly, the sum to be 
paid each half-year shall be half the sum shown in the said Table for 
a yearly instalment. 

17. (1) Repayment shall be by yearly or half-yearly instal- 
ments. 


(^) The date of the firat instalment shall be the time when profit 
, . , bejrins to accrue, but shall in no case be later 

Eopayment by inatal- ^ 

ments ; dato of first than two and a half years from the date of the 
instalment. actual advance of the loan, or, when the loan is 

advanced in instalment/S, from the date of the advance of the last 
instalment actually paid. 

18. The date of the last instalment shall not onlinarily be later 
than twenty years from the date of the actual 
ment, and principle advance of the loan, or, when the loan is advanced 
Bho^d be instalments, from the date »f the advance of 

the last instalment actually paid, the amount 
of the instalments being fixed, in cases in which such a pnnciple’ is 
applicable, with reference to the annual profit expected to accrue from * 
the improvement : Provided that the whole amount of the loan shall 
in all cases be repaid before expiry of the period for which the im- 
provement is likely to be effective. 


20. (i) The realization of instalments or of interest may be 
Sa.pen.ion of inatol- suspended by the Collector on proof of failure of 
mentB. crops from causes beyond the borrower's control, 

or of other exceptional calamity rendering the payment of instalments 
nnduly burdensome to him. 

(2) The Collector shall report every such suspension to the Com- 
missioner, who shall pass such orders on the- case as may seem proper. 

(8) No interest shall be charged for the period of suspension. . The 
total amoant to be repaid shall remam the same as before* 
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(4) The i)ower of suspension of j>a 3 ^ment-s of instalments or of 
interest on loans which is conferred on the Collector by clause ( 1 ) of 
this rule may be exercised to the extent of Rs. 1,000 in any one case. 

(5) Notwithstanding anything contained in clause (4) of this rule, 
in all cases where suspension of revenue or rent has been granted on 
a large scale over a wide area, a suspension of payment of instalments 
due during the period for which suspension of revenue or rent has been 
granted, shall be made by the Collector without reference to any higher 
authority, and the effect of such suspension shall be to postpone for 
one instalment i)eriod at a time the payment of all remaining instal- 
ments due on the loan. 

21. (1) The Collector shall, in no case without reference to the 

Commissioner, remit repayment of a loan ; and he 
Remission of loan. . . , . , 

may recommend remission only m cases where a 

work fails from causes beyond the borrower’s control, and where 

recovery of the loan in full would occasion serious haixlshi}). 

(2) Remission may be sanctioned by the Commissioner up to the 
amount of loan a Collector may sanction, and by the Board up to the 
amount a Commissioner may sanction. Jjarger remissions require 
the sanction of the Local Government. 

* * * 

23. (1) If at any time it is proved to the satisfaction of the 

. Mirapplioation of Collector that any part of a loan has been 

loan. misapplied, he may, after recording in wiiting 

the grounds of his decision, and subject to the control of the superior 
JRevenue Authorities, proceed to recover the whole amount of the loan 
with such interest as may have become due thereon. 

(2) Before determining to take action under clause (1) of this rule, 
the Collector shall take into consideration the expense of supervision, 
even when that may have been supplied by the debtor himself. 

Supplementary Rules having effect only in temporarily 
SETTLED Estates. 

25. When land is reclaimed from waste and brought under 
Heclamation of cultivation by means of a loan granted under the 
wasteland. the increase in value derived from the 

itnprovepient «bal1 not be taken into account in revising the assessment 
of land^evenue on the land, until after the expiration of a period of 



GEANT OF LOANS AND ADVANCES TO AGEICULTUEISTS. 


Ill 


three years, reckoned from the beginning of the harvest first reaped 
after such reclamation was effected. 

26. When land assessed at unirrigated rates is improved by 

Improvement by irrigation by means of a loan granted under the 

irri^?ation. increase in value derived from the 

^improvement shall not be taken into account in revising the assessment 

of land revenue on the land — 

\a) if the irrigation is provided by the construction of a new 
masonry well, until after the expiration of twenty 

years, reckoned from the beginning of the harvest 
first reaped after such im})rovement was effected ; 

[h) if the irrigation is provided by the construction of a 
distributary from a canal, until after the expiration of 
a period of five years, reckoned as in clause {a) of this 
rule directed ; or, 

(c) if the irrigation is provided by any means other than those 
hereinbefore in clauses {a) and {b) specified, until after 
the expiration of a period of ten years, reckoned as in 
clause (rt) of this rule directed, 

27. (1) For the puq^ose of carrying out any irrigation work 

Loans combinofi ^r protective work, such as private tank or 
with free grants. embankment — 

{a) which is likely either to lead ultimately to an increase in the 

land revenue, or to be necessary to secure the land . 
revenue already assessed, and 

{b) which is beyond the capacity of the people, to be benefited 
thereby, to carry out without assistance in money, 

loans may be granted to a landowner, sufficient to pay for a portion 
of the cost of the work, a free grant being made of the remainder of 
the cost, the proportion of the free grant to the total cost depending 
on the property of the applicant and the marginal profit from the 
work ; 

Provided that, without the sanction of the Board of Revenue, 
which shall only be accorded in special cases, the maximum amount 
of the free grant shall not exceed half the said total cost, or Rs. 500, 
whichever may be less ; 

Provided also that the work be carried out to the satisfaction of 
the Collector, 
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(2) Should the amount of any loan made'under clause (1), or any 
part thereof, be misapplied, or be spent otherwise than in accordance 
with the conditions on which the loan was made, the whole amount 
of the loan sliall be recoverable as arrears of land revenue under 
section 7 of the Act. 

(3) In dealing; with loans and free grants under this rule, the 
procedure prescribed in rules T to 23 shall, mniatis muianduy be 
followed : 

Provided that the payment of any such free grant shall be deferred 
until the agreement in Form B has been registered by the grantee 
under the Indian Registration Act, 1877. 

(4) The amount of any free grant made under this rule shall not 
be included in the loan accounts, but shall be shown in a sei^arate 
account, and debited to “43 — Minor Works. 

Saving. 

28, Nothing in these rules shall be deemed to affect any power 
, . , , of the Board of Revenue or the Local Govern- 

Xioans m special ^ i i.1. 

oases. ment to grant, in special cases, loans under the 

Act on terms other than those hereinbefore prescribed or to affect the 

terms of any special agreement under which any loan under the Act 

has been, or may hereafter be granted, or the terms of any unexpired 

Bcttlement. 



Special Rules undeb. the Land Impboveaient Loans Act, 19 
OF 1883, FOB Tracts Affected by Listbess. 


1. These rules shall have effect in such tracts as may, from 
time, to time be declared by the Local Cxovern- 
ment to be affected by distress. 


Application of rnlcp 


3. (I) On the first warnings of distress, the Local Government 

will call ii])on the Board of Revenue to submit 

Allotment of funciH. . 

estimates ot sums rec^uiml lor advances under 
the Land Improvement Loans Act, 1883, and will allot to each Division 
such amount as may, with reference to local conditions, and the district 
programmes of village relief works, seem to be necessary. 


(2) Commissioners may divide the sums so allotted among the 
districts of their Divisions at their discretion, and may transfer 
assignments from one district to another ; but the total expenditure 
within the Division must be kept within the amount assigned. 


(3) If a Collector considers the allotment assigned to his district 
to be insufficient, he shall report the fact and his requirements to the 
Commissioner, who shall, if possible, arrange for a , transfer from 
another district, or report the matter, through the Board of Revenue, 
to the Local Government for orders. 


3. (1) In distressed areas, loans may be made for land improve- 

Loang combined meiits which will afford employment to the poor, 
(rith free grants. assistance of free grants-in-aid from 

famine funds. 

( 2 ) The general proportion of the free grant-in-aid to the total 
expenditure will be fixed for each Division by the Local Government. 

(3) The proportion in individual cases or classes of cases 
shall be fixed by the Collector, but the previous sanction of the 
Commissioner must be obtained if that proportion varies by more 
than 25 por cent, from the average proportion fixed for the Division, 

(4) Should the amount of any loan made under tliis rule, or any 
part thereof, be mis-applied, or spent otherwise than in accordance 
with the conditions on which the loan was made, the whole amount 
of the loan shall he recoverable as arrears of land revenue under section 
7 of the Act 


16 
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4. (1) Subject to the provisions of these rules, and provided that 

the district allotment is not exceeded, Sub-divisional 

Powers of sanction. i n t o n 

Olncers and 1 amine Keliel Charge Superinten- 
dents, and also Deputy Collectors specially empowered by the Collector 
with the approval of the Commissioner of the Division, may sanction 
loans (including free frrants-in-aid at the proportion fixed under rule 3) 
not exceedin|[r Rs. 1,000 in ea.ch ease, and the Collector may sanction 
such loans up to Rs. 5,000 in each case. 

(2) Loans exceeding Rs. 5,000 shall require the sanction of tlie 
Commissioner, and loans exceeding Rs. 10,000 the sanction of the 
Board ; and the Commissioner .or the Board, as the case may be, may 
call for such detailed plans and estimates, or for such professional 
opinion on the jiroject pro])osed, as may seem necessary before 
sanctioning any such loans. 

5. (1) Ai^plications for loans may be made orally or in writing 

to tlie Famine Relief Circle Officer or Charge 

Applications for loans. « • i 

Superintendent, or to any Revenue Officer not 
below the rank of a Kanungo. 

* * * 


6. (1) An officer receiving an application under rule 6 shall 

^ , . either make a local enquiry himself, or cause one 

Local enquiry. • 

. ■ to be made by a h amine Relief Officer not below 

the rank of a Circle Officer, or by a Revenue Officer not below the 
rank of a Kanungo, or by some reliable non-official agency if 
available, for the purpose of ascertaining the particulars mentioned on 
the reverse of Form D. * 


• I. — Mahal, field number, area of land on which w'ork is to be executed. 

II. — Status of applicant, i.e., whether proprietor or tenant. If a tenant, and the 
land holder’s consent is required, whether the landlord objects. 

III. — Security— 

(1) If the land itself, or the land itself, together with any other land belonging to 
the applicant,— the value of the applicant’s interest in such land or lands, and the 
nature and extent of encumbrances, if any. 

(2) If personal,— the names and status of the co-snreties. ^ 

(8) If land hypothecated by collateral surety, — its nature aud value, and the 
nature and extent of pre-existing encumbrances, if any. 

IV. — The work— 

(1) Its estimated utility and value. 

(2) Objections, if any, of third parties. 

V. — Dates on which the instalments of the loan should be received by theapplioant^ 
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{it) A Kaiiungo or a Cii'cle Officer shall be so employed only 
when a gazetted officer is not available. 

* * * 

7. It the Famine Kelief Officer or the Revenue Officer 

, is not emi)o\vered bv rule . 4 to sanction the 

Sui. niiMSiou or appli- ^ 

catiou with report of loan, he shall transmit the application with his, 
IftpaJ enquiry. re[)ort to the Collector or the officer 

who ordered the empiirv, as the case may be, provided 
that, if the leceiving or enquiring officer is subordinate 
to a Famine Relief Charge Superintendent, or to a Sub- 
divisional Officer, he shall submit the application to his immediate 
superior. 

8. In deciding whether the security offered is sufficient, the officer 

dealing with the apidication shall be guided by 

Security. , n . ... 

the lollowing principles : — 

(i) Where the amount of the loan does not exceed three-fourths 

of the value of the apj)licaid/s transferable interest in 
the land after the improvement h is been made, no 
collateral security need be required. 

(ii) Where the applicant’s interest in the land is not sufficient 

of itself to guarantee the re-payment of the loan, 
further security shall be required,whicl>may consist of 
transferable interests in other lands belonging to the 
applicant or to other persons willing to become his 
sureties, or of personal security. 

(iii) Where a body of five or more co-villagers bind themselves 

jointly and severally as contemplated in section 9 of 
the Act, their personal security will genemlly be 
sufficient ; and such officer may, if emi)owered by rule 
4, at his discretion advance on such security an amount 
not exceeding five times the annual assessment of the 
land held by such villagers. 

9. (1) Where any application submitted refers to a project 

already entei^ in the district programme of 
relief-works, the information given in the 
the amount to be ad- programme and in any plans that may have been 

pce|)ared for the . work, may . be referred to iu. 
dealing with such application. 
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(2) In determining the amount of the loan in such cases, the 

officer dealing witli the application shall follow the estimates of cost of 

the works as given in the said ])rogmmnie. For other works the rate 

shall not exceed the onlinary local rate by more than 25 per cent. 

10. If the proposefl work be approved by the empiiring officer, 

and if the securitv offered be ijood and sufficient, 
Procedure. i • f. i i 

he may, on completion or the local enquiry, 

sanction the loan himself if ein^iowered b}' rule 4 to do so ; otherwise, 

he shall forward the application with his report for orders under 

rule 7. 


11. If the loan is sanctioned in the village by an officer other 
DisburBoment of loans than the Collector, the sanctioning officer, after 
on thoB^wt. filling in the jiarticulars mentioned on the reverse 

of Form D* and taking the security required by rule 13 may, if 
so desired by the applicant, disburse the loan on the s])ot. Loans or 
instalments of loans sanctioned by the Collector oi* any higher 
authority may also be disbursed in the village by Sub-divisional Officers 
and Famine Relief Charge Superintendents, and by Deputy Collectors 
empowercnl under rule 4, and by any reliable non-official agency, 
where available ; 


Provided that, when any loan is payable in more than one instal- 
ments, the second or any subsequent instalment shall not be paid by 
the disbursing officer, except as provided in rule 16. 


15. Interest sliall be charged at one anna per rupee, or GJ per 

cent. j)er annum, except in the case of a mis- 
application of the loan, when interest shall be 
harged at double the above mte, as provided for in rules 22 and 23. 

16. Loans shall ordinarily be given in three instalments, viz.. 

Payment of Loans two-fifths before the work has been commenced, 
7 instalments. two-fifths when it is approximately half finished, 

nd one-fifth when it has been i)assed as completed after due inspection. 

17. (1) Re]_myment shall be made by yearly or half-yearly instalments. 

(2) The date of the first instalment shall be the time when 

, . profit begins to accrue, but shall in no case be 

Repayments by ms- J c 

ilments ; date of in- later than two-and-a-hali years from the date of 

oiialnient. actual advance of the loan, or, when the 
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loan is advanced in instalments, from the date of the advance of the 
last instalment actually taken. 


1 8. The date 


Date of labl instal- 
ment, and principle 
on which instalments 
should bo fixed. 


of the payment of the last instalment shall not 
oixlinarily later than twenty years from the 
date of the actual advance of the loan ; or, when 
the loan is advanced in instalments, from the 
date of the advance of the last instalment 


actually taken, the amount of the instalments bein^ Hxed, in cases 
in which such a princii)le is applicable, with reference to the annual 
profit expected to accrue from the imjuovement ; 


Provided that the whole amount of the loan, or such portion of it 
as will be recovered, shall in all cases be rejmid before f he expiry 
of the period for which the im]>rovement is likely to be effective. 


19. (1) In the case of a loan j^rantetl by instalments, if the 

applicant, after taking one or more instalments, 
Closure of loan on i • i i - • 

failure to taVe instal- fails to take any other instalment within six 

inont due. weeks from the date on which he is entitled to 

it, the Collector may declare the loan closed. 


(2) The total of the instalments taken by the applicant shall then 
constitute the loan, which shall be treated as having been fully paid 
on the date on which the last instalment was actually taken ; and 
a fresh arrangement for refiayment shall be made ♦by the Collector 
consistent with rules 17 and 18. * * * 


20. (1) The realization of instalments or of interest may be 

Suspension of instal- suspended, by the order, and at the discretion, of 
meats, or of interest. Collector, Oil proof of failure of crops from 

causes beyond the borrower's control, or of other exceptional calamity 
rendering the payment of instalments unduly burdensome to him. 

(2) The Collector shall rejxirt every such suspension to the 
Commissioner, who shall pass such orders on the case as may seem 
proper. 

No interest shall be charged for the period of suspension. 
The total amount to be repaid shall remain the same as before. 

(4) The power of suspension of payments of instalments, which 
is conferred on the Collector by clause (1) of this fule, may be ew 
dsed to the extent of Be. 5|0OO in any one case. 
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(5) Notwithstanditig* anythiu^ contained in clause (4) of this 
rule, in all cases where suspension of revenue or rent has been granted 
on a large scale over a wide area, a suspension of pajmient of instal- 
ments due during the period for which suspension of revenue or rent 
has been granted, shall be niatle by the Col led or without reference 
to any higher authority, and the efPect of such suspension shall be 
to postpone for one instahnent period at a time the payment of all 
remaining instalments due on the loan. 

(1) If at any time it is proved to the satisfaction of the 
Interest to bo lev ic'd Collector that any ])art of a loan has been 

LpplicLiou of foa.r» '»• if' i« Hof ijcinf; spent on 

of discoyory of nn- the work for which it WHS intentled, or that 
truth of Htatonionts 

mado by applicant or the statements made by the applicant in his 
his sureties. application for the loan*** or by his sureties in 

their bond jiroft'ering collateral security, as to the nature and extent of 
the encumbrances on the immovable piojierty pledged as security 
for the repayment of the loan, are in any jiarticular untrue, the 
Collector may, after recording in writing the grounds of his decision, 
and subject to the control of the superior Jievenue Authorities, 
proceed to recover the whole amount of the loan, with such 
interest as may have become due thereon at the rate of per cent. 
j3er annum, from the date on which the loan ^vas made to the date of 
recovery, 

(2) Before determining to take action under clause (1) of this 
rule, the Collector shall take into consideration the expense of 
8UiJ©rvision, even when that may have been supplied by the debtor 
himself. 

23. (1) In the circumstances described in rule 22, interest sliall 

Interest for intormi- levied at 12i per cent, per annum for the 

mg penod. period intervening between the date of the 

completion of the loan (in eases in which loans are granted in one 
{)a^ent), or between the dates of the payment of the instalments (in 
cases in which loans are gianted in instalments), and the date from 
which the first instalment of interest, consolidated with the first instal- 
ment of the princiiml, becomes payable. 

(2) The interest leviable in such eases sliall be demanded in a 
lump sum on the date on which the first consolidated instalment of 
principal and interest is made payable. 
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24. If the work for which a loan is made is carried out to the 
Form of remifision of satisfaction of the Collector, and in accordance 
part of loan. Conditions imposed by these rules, and 

if it is necessary to j^rant some remission, it shall take the form of a 
remission of land revenue. The loan with interest shall ordinarily be 
recovered. 



Rules t ndeh the Agi^icultueists’ Loans Act, of 1884. 


1. The Collector may sanction loans of sums not exceedin;^ 
Power to HniKtioo Sub-divisional Officers, and 

any I)ej)uty Collector who may be specially 
empowered in this behalf by the Collector with the approval of the 
Commissioner may sanction loans not exceeding Rs. 250. Loans 
exceeding Rs. 700 shall require the sanction of the Commissioner, and 
loans excelling Rs. 5,000, the sanction of the Board. The district 
allotment may not be exceeded without the sanction of the Com- 
missioner. 


2. Applications for loans may be presented to the Collector or to 

Application to whom ^ther Revenue Officer not below the rank 

to be made. ^ Kaniingo authorised in tliis behalf by the 

Collector. 

3. (i) Applications may be made orally or in writing. 

* * * 


4. (i) A Revenue Officer receiving an application under rule 

2 shall either make a local enquiry himself or 
oc enquiry . cause one to be made by another Revenue Officer 

not below the rank of a Kanungo or by some reliable non-official 
agency, if available, for the purpose of ascertaining the particulars 
mentioned on the reverse of Form A.* 


* I. — Field number, and area of land owned or occupied by applicant, and Mahal 
in which it is situated. 

II, — Status of applicant, that is, whether proprietor or tenant, 
ni.— Security — 

(i) If an interest of the applicant in immovable property, the nature and 
value of that interest, and the nature and extent of pre-existing 
encumbrances thereon, if any. 

(ii) Where sureties offer personal security, their number, names, residence, 

status and means. 

(iii) If property other than the land itself, its nature and value, and nature 

and extent of encumbrances, if any. 
y.— Repayment — 

(i) Suitable date for first instalment, with reference to the circumstances 
under which the loan is applied for. 

(il) Proposed instalments and period of repayment. 
y,-^Pate on which the loon or any instalment thereof should be received by the 
applicant. 
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Beonrity. 


(ii) A Kanungo shall be so employed only when a gazetted officer 
is not available. 

5. If any Revenue Officer is not empowered by rule 1 to sanction 

eubmiBsion of appli- the application with 

cation with report of his report to the Collector, or to the officer who 
local enquiry. i i i • . •, % 

ordered the enquiry, as the case may be, provided 
tnat, if the receiving or enquiring officer is subordinate to a Sub-divi- 
sional Officer he shall submit it to the Sub-divisional Officer. 

6. The Local Government may, by general or special order, 
Delegation of funo- emjiower any person to perform all or any of 

the functions of a ColleQtor or of a Revenue Officer 
referred to in rules 2, 4 and 5. 

7. (1) When the aiqilicant possesses an interest in immovable 
property of value sufficient to secure the whole 
amount that may become payable in respect of 

the loan, he shall mortgage that interest, or a sufficient portion 
thereof, to the Government as security for the payment of that 
amount, and no further security need be required from him. 

(ii) When the applicant does not possess an interest in immovable 
property of such value as aforesaid, he shall procure some person or 
persons to become his surety or sureties for the payment of the said 
amount. 

(iii) When the sureties ^re a body of village residents who bind 

themselves jointly and severally to the Government for the payment ^ 
of the said amount, their personal security may be accepted, provided 
that the sureties have executed a bond * * . * In 

other cases, the security given by the surety or sureties shall consist 
of the mortage of immovable property. 

(iv) The Collector must in every case satisfy himself that the 
security offered in whatever form it is given, is sufficient to guarantee 
the repayment of the loans, and when he is of opinion that security 
other than land is sufficient, such security may be accepted. 

8. If the loan applied for is one that can be granted under the 
provisions of section 4, sub-Seetion (1), of the Act, 
and if the security offer^ is good and sufficient^ 

the officer dealing with the application or the Collector, when the V : 
application and report have been transmitted to him under rule 5, 
may, on completion of the local enquiry, sanction the kan himself, 

. -.Ifl - ■ iVsSi 


Procoduro, 
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empowered by rule 1 to do so ; otherwise the Collector shall forward the 
application, with his report thereon, to the Commissioner for disposal. 

9, When the Revenue Officer, rather than the Collector, has 
Disburfloment of loans power under rule 1 to sanction the loan apph'ed 
on tbo spot. gQQjj enquiry is com- 

pleted and the particulars mentioned on the reverse of Form A* are 
filled in, take the security recpiired by rule 11, sanction the loan, and, 
if so desired by the applicant, disburse it on the spot. Loans or 
instalments of loans sanctioned by the Collector, or any higher 
authority may be disbursed in the village by Sub-clivisional officers and 
Deputy Collectors empowered under rule 1, and by any reliable non- 
official agency, where available : 

Provided that disbursement on the spot may not in any case exceed 
Rs. 500 for a single item : 

Provided also tliat, when any loan is payable in more than one 
instalment, the second or any subsequent instalment shall not be 
passed for payment by the sanctioning officer until he has had an 
enquiry made locally and satisfied himself that satisfactory progress 
is beigg. made with the work for which the loan was sanctioned. 

12. A copy of the order granting the loan shall be given to the 
Payment where to be applicant, and, on presentation thereof, payment 
of the loan or of any instalment of the loan may 
,be made to him either at the district or the sub-divisional Treasury, or 
on the spot under rule 9 , 


18. (i) In the case of a loan granted by instalments, if the 

Clofraro of loan on appl'cant, after taking one or more instalments, 
failure to take iuatal- fails to take any other instalment within six 
weeks from the date on which he is entitled to it, 
the Collector may declare the loan closed. 


(ii) The total of the instalments taken by the applicant shall 
then constitute the loan, which shall be treated as having been fully 
paid on the date on which the last instalment was actually taken ; and 
a fresh arrangement for repayment shall be made by the Collector, 
consistent with rules 17 and 18. * * * 

. 14. (i) The ordinary rate of interest on loans shall be 

IntereatonW 

annum. 


^ foot note o^p. 120. 
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(ii) The Local Government may, for special reasons, and on special 
application through the Board of Revenue, sanction a loan at a lower 
rate of interest or without interest. 

(iii) If any instalment of principal or of interest, or of consoli- 
dated principal and interest, is not paid when it falls due, the Collector 
shall charge interest on it at Oj per cent, per annum from the date of 
its falling due to the date of payment : 

Provided that, whenever the Collector is satistied tliat the default 
is due to inability to pay, and that the levy of such interest would be 
productive of hardship, he may, with the sanction of the Commissioner, 
rtduce or remit it. 

(iv) In charging penal interest on overdue instalment not sus- 
pended under rule 20, the same period of 15 days’ grace shall be 
allowed as in the case of payments of cesses, and thereafter interest 
shall be charged on the total of the overdue instalment at the same 
rate as the interest on the loan. 

15. (i) Interest shall be levied for the period intervening between 

Interest for intorven- date of the Completion of the loan (in cases 

ing period. which loans are granted in one payment), or 

between the dates of the payment of the instalments (in cases in which 
loans are granted in instalments), and the date frovi which the first 
instalment of interest, consolidated with the first instalment of the 
principal, becomes payable. 

(ii) The interest leviable in such cases shall be demanded in a 
lump sum on the date on which the first consolidated instalment of 
principal and interest is made payable. 

16. (i) The repayment of the loan shall be made in accoRiance 

with the Table of Equated Repayments of Takavi 
Table of repayment. prei)ared by the Accountant-General, Ben- 

gal, similar to the annex^ Form F, which shows the amounts of 
equal yearly payments nece^ry to repay a loan advanced with interest 
at 6i per cent, per annum for any number of years from one to 
twenty. 

(ii) When the instalments are payable . half-yearly, the sums to 
be paid each half year shall be half the sum shown in the said 
for a yearly instalment. 
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1-7. Repayment shall be by equated yearly or half-yearly instal- 
ments, the date of the first instalments being 
later than one year from the date of the actual 
advance of the loan, or, when the loan is ad- 
venced in instalments, from the date of the advance of the last instal- 
ment actually paid. 


Repayment by instal- 
ments; date o£ first 
instalment. 


18. The date of the last instalment shall not be later than five 

^ ^ . , years from the date of the actual advance of the 

Date of last mstalment. 

loan, or, when the loan is advanced in instal- 
ments, ten years from the date of the advance of the last instalment 
actually paid. 

19. The dates for payment of instalments (annual or half yearly) 

shall be fixed by the Collector, with the sanction of 
Date of repayments .. „ 

of loans. the Commissioner^ for each thana of his distnct, 

with reference to the season when repayment can most easily be made. 


Eeaplanation . — The season at which repayment can most easily be made will 
ordinarily be the time when crops grown for sale are taken to market. In jnte 
districts, for instance, it would probably be best to provide for repayment by one 
annual instalment in September, when the jute crop is sold, except in cases where 
the borrower himself prefers to pay in two yearly instalments. 

^0. (i) The realisation of instalments or of interest may be 
suspended by the Collector on proof of failure 

Suspension of instal- 
ments or of interest. 01 crops trom causes beyond the borrower s con- 

.trol, or of other exceptional calamity rendering the payment of 

iihe instalments unduly burdensome to him. 


(ii) The Collector shall report every such suspension to the Com- 
missioner, who shall pass such orders on the case as may seem 
proper. 

(iii) No interest shall be charged for the period of suspension j 
the total amount to be repaid shall remain the same as before. 

(iv) The power of suspension of payments of instalments or of 
interest on loans, which is conferred on tUfe Collector by clause (i) of this 
rule, may be exercised to the extent of Rs. 700 in any one case, 

(v) Notwithstanding anything contained in clause (iv) of this 
rule, in all cases where suspension of revenue or rent has been granted 
on a large scale over a wide area, a suspension of payment of instal- 
ments due during the j^eriod for which suspension of revenue or rent 
has been granted, shall be made by the Collector without reference to 
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any higher authority, and the effect of such susi)ension shall be to 
postpone, for one instalment period at a time, the payment of all re- 
maining instalments due on the loan. 

21. (i) The Collector shall, in no case, without reference to the^ 

Commissioner, remit repayment of a loan ; and 
RemiBsion of loan. , . . , . , 

he may recommend remission only in cases where 
^e recovery of the loan in full would occasion serious hardship. 

(ii) Remission may be sanctioned by the Commissioner up to 
the amount of loan a Collector may sanction, and by the Board up 
to the amount a Commissioner may sanction. Larger remissions 
shall, in all cases, require the sanction of the Local Government. 

22. (i) If, at any time, it is proved td the satisfaction of the 

Collector that any part of a loan has been 

Misapplication of loan. . ,• i , o, j* • 

misapplied, he may, atter recording m writing 
the grounds of his decision, and subject to the control of the superior 
Revenue authorities, proceed to recover the whole amount of the loan, 
with such interest and costs (if any) as may be payable in respect 
thereof. 

(ii) Before determining to take action under clause (i) of this 
rule, the Collector shall take into consideration the expense of super- 
vision, even when that may have been supplied by the debtor himself. 



(See Rule 16, p. 123.) 

Table showing repayment of Loans under the Land Improvement Loans Act, 1888. Interest 6^ per cent. 

per annum : period of grcuce 2\ years. 

Equated yeaely payments. 


m 
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Years. 

10 

Bs. A. 

7 9 

15 1 

30 2 

45 3 

60 4 

To 5 

90 6 

105 7 

120 8 

135 9 

150 10 

Oi 

Ks. A. 

8 2 

16 4 

32 9 

48 13 

65 2 

81 6 

97 11 

113 15 

130 4 

146 8 

162 13 

ao 

Rs. A. 

8 15 

i 

17 13 

35 10 

53 7 

71 4 

89 1 

106 15 

124 12 

142 9 

160 6 

178 3 

i> 

Bs. A. 

9 14 

19 13 

39 10 

59 6 

79 3 

99 0 

! 118 13 

1 138 10 

158 6 

178 3 

198 0 

t£i 

Rs. A. 

11 4 

22 7 

44 15 

67 6 

89 13 

112 4 

134 12 

157 3 

179 10 

202 2 

224 9 

\o 

Rs. A. 

13 2 

26 3 

52 6 

78 9 

104 12 

130 15 

157 2 

183 5 

209 8 

235 11 

261 14 


Rs. A. 

15 14 

31 13 

63 10 

95 6 

127 3 

159 0 

190 13 

222 10 

254 6 

286 3 

318 0 

n 

• 

Rs. A. 

20 9 

41 3 

82 6 

123 9 

164 12 

205 15 

247 1 

288 4 

329 7 

370 10 

411 13 


Rs. A. 

30 0 

60 0 

119 15 

179 15 

239 14 

299 14 

369 13 

419 13 

479 13 

639 12 

699 12 


Bs. A, 

58 3 

116 7 

232 13 

349 4 

466 11 

582 1 

698 8 

814 16 

931 6 

1,047 12 

1,164 3 

Amount 

of Loan. 

Rs. 

60 

100 

200 

300 

400 

1 

600 

600 

700 

800 

900 

1,000 




140 11 132 8 125 



CHAPTER III. 

Eelief oe Indebted Ageicultdrists. 

[^Extracts from the Eroceedivgs of the Governor GeimaVi Council y 
dated the 20th Jnney 1878.'] 

Bombay Indebted Agriculturists’ Relief Bill. 

The Hon’ble Mr. Cockerell said that, the proposal to legislate on 
this subject was one of the results of the investigation conducted, and 
the report made, by the Deccan Riots Commission in regard to the 
very serious disturbances which took place in certain districts of the 
Bombay Presidency about three years ago. 

***** If 

The investigation instituted by the Commission had elicited a 
mass of valuable information in regard to the dealings between the 
ryot and the money-lender, and as to the condition and circums- 
tances of the agricultural industry generally in the Deccan 
districts. The fact of the extreme indebtedness of a large section 
of the agriculturists in the districts in which the investigation 
was made had been conclusively established ; nor was this general 
state of debt, though it had assumed much larger dimensions 
late years, of recent origin ; it had existed in some degree almost 
from the time of the conquest of the Deccan and its annexation 
to British territory. There had, however, been intervals of pros- 
perity; the settlements of 1836-87 recognized for the first time, 
or created, the agriculturist’s proprietary interest in his land, and this 
gave him a considerably enhanced credit with the money-lender ; then 
^ the construction of railways and public works, and the stimulus givek 
to the cultivation of, and trade in, cotton throughout these districts 
by the American War, followed in succession, causing a free expendi- 
ture of money and consequent rise in the value of agricultural 
produce. This tide of prosperity began to ebb after 1866-67, and 
by 1870 prices had fallen, and an adverse state of things set in, which 
culminated in the disturbances of 1875. The small ryot’s condition 
had been rendered worse further by a marked increase of population 

\irttlinnf. ii.nv finvTAarwvndirMai* tvirinsLnuxfm ruf fliA nrem. An1fivA.f4nn 
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or the productive capacity ol the land ; he had also contracted habits 
of increased expenditure on personal comfort, which in his less 
prosperous circumstances, he was loath to forego. 

As an illustration of the extent of indebtedness and hopeless 
embarrassment which had been reached in the case of some of these 
ryots at the time of the outbreak, he (Mr. Cockerell) would quote 
'Wie statistics furnished in the Commissioner’s Report. The particu- 
lars in this respect of some twelve villages selected at random had 
been recordefl, showing an aggregate book-debt of nearly two lakhs 
of rupees, whilst the revenue assessment of the debtors’ lands 
amounted to about rupees 10.000, and their proprietary interest in 
the same was estimated to be equivalent to -ten years’ revenue; so 
that the total debt in these villages was double the full value of the 
entire land belonging to the debtors. This would seem obviously to 
point to the conclusion that the consideration actually passed to the 
debtors in these must have been wholly disproportionate to the sum of 
their recorded obligations ; for under no other hypothesis could the 
money-lending creditors carry on their business, where the value of 
the security was so much below the outstanding debts represented by 
it, without absolute ruin. 

This conclusion, as to the extreme disparity between the extent of 
the accommodation actually obtained by the borrower and his recorded 
obligation in respect of it, was fully corroborated by the facts which 
had been recorded by a member of the Commission in regard to this 
question. He (Mr. Cockerell) would cite a particular case — an 
extreme one certainly, but one that had been brought to light in the 
course of the enquiry. A ryot had borrowed rupees 10, and at the 
end of ten years from the date of the loan, his account with his 
creditor stood thus : he had paid rupees 110 and still owed rupees 
220. So that in the short space of ten years, through the process of 
repeated renewal of bonds in which compound interest at high rates 
was added to the principal, his debt had been made to mount up to 
thirty-three times the sum actually borrowed by him. 

The causes of this extreme indebtedness had been recorded in 
much detail in the report of the Commission, and the possible effect 
of Uie Government revenue assessments and the state of the law 
applicable to the relations of creditor and debtor, in conducing to the 
embarrassments of the agriculturists, had formed the subject of close 
enquiry full discussion, not only in the general report, but also in 


17 
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tne separate minutes or memoranda which had been recorded by some 
of the members of the Commission. Foremost amongst the causes of 
the existing complications were (1) unfavourable conditions of soil 
and climate ; (2) increase of population in excess of any increase in 
the local supply of means of supporting such population; (3) the 
obligations of ancestral debt ; and (4) the money-lender’s custom of 
inordinately enhancing the original debt by charges of compou/'d 
interest at high rates, and constant exaction from the debtor of fresh 
bonds or other instruments of obligation. 

An additional recorded cause of the general increase of debt 
amongst the ryots of late years was the greater facility of obtaining 
credit on inadequate security, brought about through the more active 
prosecution of the money-lending business by a lower class of sowkars. 

Mr ^ * * * As the 

ryots in these districts held their lands under direct engagement 
with the Government, the possible connection of the revenue system 
with, and its partial responsibility for, the poverty and embarrass- 
ments of the people became an important subject of enquiry. The 
report of the Commission, whilst it did not show that the assessment 
of the land fixed at the latest revision of settlements pressed with 
undue harshness upon the ryots, expressed the opinion that, in the 
peculiar conditions of the Deccan, as regards climate and the 
productive capacity of the soil, the fixity of the Government 
revenue demand operated adversely to the direction of keeping 
** the cultivator free from the need of recourse to borrowing. A more 
elastic system under which the demand would better correspond in 
point of time with his own realization of profit from the land, 
without at the same time introducing to too great an extent the 
element of uncertainty as to the amount of the demand, would, it 
was represented, be more suitable to the exigencies of the case. 
The present state of the law relating to the administration of 
justice and the procedure of the Civil Courts, in so far as it 
governed or affected the dealings between the sowkars and the 
ryots, was fully considered and dwelt upon in much, detail in the 
report of the Commission. It was held that the difficulties of the 
lyot had been greatly increased in his earlier borrowing transactions 
with the money-lender through the change in the Law of Limitation 
ae regards the penod allowed for suing on contract-debts which was 
introduced by the Act of 1859. Previous to the operation of that 
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enactment, the law gave a period of twelve years, and in practice it 
was found that the creditor was content to allow debts to run on 
without any settlement of accounts, and bearing simjde interest at 
the ordinary rate for ten or eleven years ; whereas after the change in 
the law, the custom of coming to a settlement and renewing bonds on 
the terms of adding interest to the amount of the original obligation 
^very second year gradually sprung up and had become one of the 
chief causes of the ryot’s embarrassments. At each recurring 
renewal of a bond or other instrument of obligation, the opportunity 
of enhancing the proj)ortions of the previous debt by the addition of 
fictitious charges of various kinds was largely taken advantage of 
by the money-lender, and the effect of a .renewal, even where no 
additional consideration was given, was frequently to double the pre- 
vious debt. 

The mode of dealing with cases between the sowkor and the ryot 
when brought into Court, and the whole procedure of the Civil Courts 
in reference to such cases, were wholly to the advantage of the 
creditor. He could, by collusion wuth the Court’s officers, delay or 
prevent the service of the usual process giving notice of his claim 
being about to be adjudicated; and where this fraud was not 
resorted to, the ryot, from his incapacity, through ignorance, to 
set up an answer to the plaintiff’s claim, or his inability to give the 
time required for a possibly prolonged attendance at distant Court, 
put in no appearance ; and so it resulted that, in the case of an 
overwhelming majority of suits instituted by the money-lenders, the 
Courts granted eir parte decrees. 

It was shown further that the sowkaVy having thus obtained a 
decree without any examination of the circumstances of his claim, 
had thereby acquired a fresh instrument of oppression and exaction ; 
for under the the pressure of the process issued by the Court in 
execution of the decree, he could extort from his judgment-debtor 
almost any terms that he chose to impose upon him, the fear of 
having to go to . jail u|x>n the issue of a warrant of arrest being 
Buffic^nt to induce the latter to agree to anything. 

That warrants of arrest were largely applied for with no bond fide 
intention of imprisoning the debtor, was clearly established by the 
v^ry small proportion of eases in which such imprisonments had 
followed on the issue of warrants of arrest; for, seeing that the 
average ryot would only in the gravest extremity voJuntari^ 
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&xpatriate himself for any considerable period, the hypothesis that 
he could evade a real and active pursuit with the object of appre- 
hending him was wholly untenable. Ample evidence was elicited 
in the enquiries of the Commission to show that the worst twist 
was given to the ryot^s coil of indebtedness after hk creditor 
had obtained from the Civil Court a decree against him ; for the 
decree formed the basis of a fresh agreement and starting pointf. 
in a further chain of embarrassments, in which the terms exacted 
from the debtor were more oppressive than those which marked 
the stages of bond-renewals to avoid limitation. 

To remedy this state ofthings, the report, of the Commission recom- 
mended two projects of special legislation : one, designed to protect 
the debtor in his early dealings with his creditor and mitigate 
the difficulties of his position during the first stage of those dealings, 
i.e,f the period before the institution of a suit against him in the. 
Civil Court j the other, for the amendment of the existing law relating 
to the execution of decrees, 

****** 

In addition to these legislative proposals, the Commissioners 
further recommended, in view to checking the prevalent practice of 
granting decrees parie, the establishment of special Courts for the 
trial of small causes, which should hold their sittings in the 
villages in or near which the persons against whom suits were 
instituted resided, so as to bring the administration of justice as near 
as possible to the home of every person sued in connection with 
his borrowing transactions, and that the Native Judges of the 
regular Civil Courts should be employed in making tours of inspec- 
tion of these special village Courts within the local limits of their 
jurisdiction respectively, so as to insure regularity and uniformity of 
practice in their procedure and action, 

* * * * * - * * 

* 

In the opinion of the Bombay Government, there was no other 
way of acting on the rather vague suggestions of the Commission, that 
greater elasticity in the regulation and recovery of the revenue 
demand was needed, than reverting to the old system of taking 
the Government revenue in kind — a retrograde course which that 
Government could never agree to, A fluctuating demand, on the 
hand, und^ which the ^venue-payer would never know 
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, claims he might have to meet, would, by introducing the element 
of uncertainty into the relations between the Government and the 
ryot, produce a greater evil than that which it was designed to 
counteract. 

Some reference had been made by the Commissioners to the system 
of revenue administration obtaining in Madras, where similar 
ryotwari settlements i)revailed; but it was shown in the minute 
recorded by a member of the Bombay Council which accompanied the 
letter of the Local Government above mentioned, that in point of 
fact the gmnt of remissions in seasons m which, through drought 
or other untoward circumstances, there was an extensive failure of 
crops, to which the report of the Commission had made allusion, was 
as much the practice in the revenue administration of the Deccan 
districts as in that of the Madras Presidency. 

As regards the effect of the 2 >rcsent law and system of ad- 
ministration of justice in bringing about or contributing to the state 
of things brought to light through the investigation of the Com- 
mission, the Local Government were clearly of opinion that the 
change in the Law of Limitation introduced in 1859, which so 
materially shortened the period within which suits upon breach of 
contract would lie, and the procedure of the Civil Courts under 
which so many decrees were given on an entirely ex parte view of 
the money-lender’s claims, were the causes of niuch of the ryot’s 
embarrassments. They accordingly expressed their concurrence in 
those protective measures advocated in the report of the Commission, 
which embraced, — (1) the establishment of public notaries for the * 
preparation and registration of instruments to be executed by the 
lyots in favour of the money-lenders, by way of security for the 
rcpiyment of loans ; (2) the enforcement of the grant of receipts 
for money j^id, statements of account, and jmss-books by the eowhar^ 
on the requisition of the ryot ; and (3) an improved mode of trial 
of suits upon money claims by the Civil Courts; and they pressed 
upon the Government of India the expediency of reverting to the old 
Imw of Limitation in force previous to 1859 in respect of suits upon 
contracts. 

The Local Government further, in connection with the recom- 
mendations of the Commission regarding an improved method of 
adjudication of claims for the recovery of debts in the TDcccan, 
districts, indirectly invited a declaration from the Government 
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India as to how far definite proposals for an increase of ex})enditure 
on iudicial establishments would meet with favourable consideration ; 
but as regarded the scheme submitted by the Commission for the 
amendment of the law relating to the execution of decrees, they were 
not generally in favour of the pro|x)sal for the abolition of personal 
arrest and imprisonment for debt, nor did they approve of the 
suggested limitations in regard to the sale, by the order of Civil 
Courts, of immovable property in satisfaction of a decree for money ; 
whilst in respect of the further suggested enactment for preventing 
the improper use of a decree Iby the judgment-creditor, they expressed 
no opinion. 

The whole matter rested in this state until the question of further 
action was taken up by the present Government of Bombay, who 
early in the current year addressed the Government of India, 
submitting fresh legislative proposals for effecting the following 
objects ; — 

ht, (a) The enforced examination by the Civil Courts of the 
merits of every claim for which it was asked to give a decree, whether 
any defence was made to such claim or not. 

(d) The disallowance of the obligation of any i)erson to discharge 
ancestral debts, unless such person in the Courtis presence expressed 
his readiness to accept responsibility for such debts. 

(c’) The disallowance of the compound interest included in any 
claim, as well as all interest in excess of a sum equal to the principal 
represented in such claim. 

2hd, The declaration of the insolvency of any debtor upon his 
personal application, otherwise than after his arrest in execution of a 
decree against him. 

3rd* ^he prevention of the sale of any land by order of a Civil 
Court in satisfaction of a decree for money, unless the land had been 
specifically pledged as security for the debt, and the contract under 
which it was so pledged had been reduced to writing, and the 
written instrument embodying the same duly registered. 

‘ Thus far he (Me. Cockeeell) had very briefly summarised the f^ts 
and circumstances leading up to the motion now before the Council, 
by ivay of explanation of the reasons for the special legislation now 
proposed. It only remained for him to state the objects of the Bill 
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which he was askings leave to introduce. They were three in number, 
namely ; — 

1. To empower Courts having insolvency jurisdiction to declare 
a person to be insolvent on his personal application, although he might 
not have been arrested in execution of a decree. 

To limit the power of the Civil Court in respect of the sale of 
immovable property in satisfaction of a decree for money to cases in 
which the property was specifically pledged as security for the claim 
decreed. 

8. To enforce the reduction into writing of all contracts so 
pledging immovable projjerty, and the registration of the instruments 
embodying such contracts. 



[ExtracU from ilie Froceedings of the Governor Generates Commit dated 
the 17th July, im:\ 

The Deccan Aguiculturists’ Relief Bill. 

The Hon’ble Sir T. Hope said that the riots have been followed 
by investigations in various forms. A Special Commission, in the 
first place, was without delay appointed by the Bombay Government. 
It was composed of two Euroi)ean officers, Messrs. Richey and 
IzoN, of the Revenue and Judicial Branches of the service, Mr. 
Sambhuprasad, a distinguished Native Administrator, and a civilian 
from the North-Western Provinces (first Mr. Auckland Colvin, 
now employed in Egypt, and afterwards Mr. Carpenter) . Their 
report, in five volumes and above 1,500 pages, is a very able survey 
of the difficulty in all its aspects. Besides this, the riots gave 
a special direction in Bombay to the enquiries into the working of 
the Civil Courts then going on throughout India in connection 
with the amended Civil Procedure Code under the consideration 
of this Council, which eventually became law as Act 10 of 1877; 
and a judicial officer, Mr. William Wedderburn, was deputed to 
report on the subject. Further, other circumstances led in 1878 
to the condition of the peasantry in the four districts of the Deccan 
being subjected to a close investigation, in which the most experienced 
officers of the Bombay Presidency took part, and which is summed 
up in a Minute by Sir Richard Temple, dated October 29th, 1878. 
-The famine Commission also this year obtained a good deal of valuable 
evidence, to which they have been so good as to allow me free 
access. Finally, the question has been very ably and instructively 
*^diseussed by the Press, both in India and in England. It would be 
impossible for me, on an occasion like the pr^nt, to summarize all 
these, enquiries, or to state separately the opinions of all the principal 
authorities. I can only lay before the Council what seem to" myself, 
by the light of this mass of evidence and of my own knowledge and 
gwaeral experience, to be the condition of the people in the disturbed 
j&rea, and the causes which have operated to produce it, and then 
explain the measures by which the Executive Government propose that 
relief should be afforded. 
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The Central Deccan, which is the locality principally distressed, 
though unfortunately not the only one, and to which the present Bill 
is intended to apply, consists of four ^ districts ^ or executive col- 
lector's charges, namely, Poona, Ahmednagar, Sholapur and Satara. 
The three first named became British territory in A. D. 1819-21, 
but Satara not till A.D 1849. Their area is 21,000 square miles, 
'sand their population three-and-a-half millions ; that is to say, the 
population of Scotland, located in two-thirds of its space. Mountains 
and forests occupy much of the country, so that the actually culti- 
vated area gives about six acres per head of the agricultuml popula- 
tion. The State is the landlord ; the tenure ryoiivari^ on the 
Bombay system of permanent occupancy, wiHi revision of assessment 
every thirty years. The peasant-proprietors themselves cultivate 
about three-fourths of their land and sublet the remainder.* The 
assessment or rent they pay to the Government is at average rates 
of from seven annas to twelve annas per acre, which is equivalent, on 
fairly good land, to, from an eighth to a sixteenth of the gross produce, 
and on the poor soils to much less. 

The proix)rtion and extent of indebtedness are not easy to ascegr- 
tain. In one batch of twelve villages tested by the Commission of 
1875, one-third of the peasant-proprietors were found to be very 
heavily embarrassed ; and of these, two-thirds wete petty land- 
holders, paying assessments of only twenty rupees per annum and 
under. Their debts came to eighteen times the average assessment, 
and two- thirds of this were secured by mortgage of the land. In 
another batch of seventeen villages in Ahmednagar, forty-three 
cent, of the proprietoi’s were deeply in debt, the debts averaging 
fifteen times the assessment, but reaching forty-five times in indivi- 
dual cases. Only one- third of the debts appeared to be secured 
by mortgage, but one-eighth of the land had already been actual- 
ly transferred to the money-lenders ; and with regard to much 
of the remainder, the ryoU were virtually mere tenants-at-will 
of their creditors. The Collector was of opinion that, through- 
out the ^ole district, three-fifths of the people were so involved 
that, in ordinary course, it was impossible for them ever to get free. 
Upon this and much other evidence, I must confess myself unable 
to share optimist views of the condition of the people. Supposing 
only one-third of the proprietors to be irretrievably involved, is a 
ruined, despairing and embittered population of above a million souls 

18 
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beneath sjiecial consideration? The proportion seems to me, however, 
to have been nearer one-half than one-third^ and to be, moreover, 
constantly increasing*. Finally, it must not be forgotten that the 
statistics of the Commission, which I have been quoting, are now four 
years old. Since then, the terrible famine of 1876-77, and the sub- 
sequent indifferent seasons have passed over the land, and cannot but 
have left deep traces behind. True^ as it is, that the peasant- 
proprietary struggled nobly and long to maintain themselves and their 
dependents without State relief, and vast as was the amount of ac- 
cumulated savings, in gold and silver ornaments and the like, which 
they were found to possess, we must not forget that those savings 
were revealed by their passage to the mint, and that their dissipation 
must have left at the mercy of the money-lender thousands who 
were never so before. We may admire the honest pride and fortitude 
which the peasantry, as a body, displayed throughout their .long- 
protracted trial ; but we cannot ignore the obvious effects on their 
condition. 

Granted, however, that a large proportion of the population are 
deeply involved, we may well enquire whether such a condition is 
abnormal. It has been said, and in one sense with truth, that 
*iX)verty and debt were the familiar heritage of the ryots before 
the advent of the British rule.’ Our records of the country when 
first acquired tell of indebteilness extending largely among the pop- 
ulation. The ryots, it is said, ^ though usually frugal and provi- 
dent’, were in many cases diving in dependence on the sowkar (or 
money-lender), delivering to him their produce and drawing upon 
him for necessaries’; and this condition is mainly attributed to the 
Mahratha system of levying heavy contributions from bankers, to 
whom the revenues of villages were assigned in repayment, and of 
collecting the State dues generally through the agency of such capi- 
talists, who recovered in kind what they paid in cash. Indebtedness 
thus arising .mainly from a vicious system of collecting the land re- 
venue paid by all, necessarily extended to a large proportion of the 
population. But the amount of individual debt appears to have 
usually been moderate — necessarily so, it may be added, because the 
security and means of recovery were small, since land was not sold 
for debts, and little or no assistance in recovering them was given 
by the State. Very much the same condition of affairs is shown by 
ample testimony to exist now, to a greater mr less degree, in the 
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Native States of India. I have myself noted it in those of Western 
India, with many of which I have had considemble official ex]:>erience. 
The reply to our enquiry, then, is that, as compared with former 
times and with Native States, indebtedness now in the Deccan 
extends to smaller numbers, but is heavier in individual incidence, 
followed by consequences infinitely more serious, and decidedly 
.abnormal. 

Some may feel inclined to question whether, after all, there is 
any real harm in the present state of thing^s. The institution of 
I'lrivate property in land is essential, it will bo said, to the well-being 
and progress of every civilized community, to the encouragement 
of industry and the accumulation of cajiital. -But it is indispensable 
that such pro])erty should be in the hands of those who by their 
capital, intelligence and industry are qualified to turn it to the 
best g-ccount. If this condition be not fulfilled, but the land be 
held by a class who, through their ignorance, improvidence and 
want of energy, have burdened their heritage with debt which can 
DCATr be repaid, and thus have deprived themselves of all incen- 
tive to labour and all interest in its results, then the only remedy 
is to promote, rather than to obstruct, a gra^lual restoration 
of healthier conditions of society by the bankruptcy and evic- 
tion of the incapable. True as such principles undoubtedly are 
in modern European populations, considerable cautfon is necessary 
in applying them to the ill-studied and little-understood problems 
of Oriental life. Assuming hastily a similarity of premises, we are 
apt to jump to familiar conclusions, and to inaugurate action wholly 
inapj)licable and pernicious. Much of the difficulty in the present 
instance arises from such inconsiderate interference in the past. 
When we overturn by an Act of the Legislature institutions which 
popular consent has maintained for above a score of centuries, wc 
sometimes forget that we are not the bearers of a political revelation 
from Heaven. 

In the present instance there seem grave reasons for doubting 
whether , the premises upon which a policy of laimz fake is based 
are sound. If the present condition of the Deccan ryots is caused 
by inherent moral and physical defects, unfitting them for peasant- 
proprietorship ; if they encumber the land to the exclusion of a clasc 
of intelligent, enterprising and energetic capitalists, and if the land 
ia euch tliat capital in large single sums can alone effect its improve* 
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ment, then, indeed, we murit perhaps sit down and sit out the process 
of gradual transfer of the rights of property from the one class to 
the other, merely softening, if need be, the fall of the sufferers. 
But consideration will show that no such circumstances exist in the 
Deccan. The Mahratha hnmhi is not the defective and useless 
creature postulated. No such material composed the arrnies of 
Sivaji and his successors, which defeated the Moghuls, overran half 
India, and founded an em}>ire of which the remnants still flourish 
around us. As a soldier, the Mahratha in olden days was as enter- 
prising as he was hardy, equally able to d)ide a buffet’ and to strike 
a blow. At present, he furnishes material ])erhiips second to none 
in India for the purposes of modern war. All representations of him 
as thriftless, enervated and puny arc incorrect. As a peasant-])ro- 
prietor, he is no unfavourable specimen of the class. Mu,. Chaplin 
and our other early authorities give him credit for many sterling 
qualities. He is still represented by the Commission as ^a simple, 
well-disposed peasant, contented with the scantiest clothing and 
hardest fare,’ not without ^masculine qualities’ and ^a stubborn endur- 
ance,’ though still mostly uneducated, and consequently without a 
broad lEiige of intelligence. Of course, improvidence and slovenly 
cultivation may be detected in individuals or particular localities. 
But we must not ex2)ect too much. Under British rule, the humbi 
has undoubtedly progressed as fast as adverse circumstances allowed. 
He works his fields to the best of his lights, and in the dry season 
travels far in search of day labour, or with his cart on hire. During 
the late famine ho displayed resources equally creditable to his thrift 
and his good feeling. His embarrassed condition seems to be rather 
his misfortune than his fault, induced by the calamities of the last 
century, the obligation of ancestral debt, the burden of the land- 
revenue demand — formerly in amount and latterly in imposition 
— and the facilities for extortion conferred by our laws upon his 
creditors. 

On the other hand, those into whose hands the land is now 
observed to be passing are not yearning for it in order to improve 
it by their intelligence, enterprise and capital. With solitary excep- 
tions, the transferees are the professional money-lenders, who have 
no wish even to hold the status of landed proprietors, much less to 
invest their capital in comparatively unprofitable agricultural experi* 
uumtfi. Often too they are aliens^ who return home after a time. 
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So far from eagerly getting the land formally transferred to their 
own names, they show general reluctance to do so. They prefer to 
keep the ryot on his land, and extract all they can from him : the 
punctual discharge of their advances is the last thing they desire. 
As Mr. Auckland Colvin says, — 

tho position is that of a man lecorded as occupier of his holdin^^, and responsible 
for the payment of revenue assessed on it ; but virtually reduced by pressure of debt 
to tenant-at-will, holding at a rack-rent from, and sweated by, his Marwari 
creditor. It is in that creditor’s power to eject him any day by })uttiiig in force any 
one of the decrees he has against him ; and if allowed to hold on, it is only on condi- 
tion of paying over to his creditor nil the produce of his land not nbsolutely necessary 
for next year’s seed-grain, or for the support of life. * * * He has nothing to 

hope for,, but lives in daily fear of the final catastrophe. Under a so-called ryotwari 
settlement it is gradually coming to this, that the ryot is tho tenant, and tho Marwari 
is tho proprietor. * The proprietor is irresponsible ; tho tcunut unpro- 

tected. It promises to become, not a ryotwari, bu** a Marwari, sottlemont.” 

Such conditions deprive the transfer of land from distressed to 
monied classes of all the glamour with which political economy 
would surround it. They show that the noble gift of property in 
land, made by the British Government to the peasantry for their sole 
benefit, is passing, contrary to their intentions, and in frustration 
of their objects, to a class unfitted to possess it. As observed 
as early as 1852 by Sir George Wingate, the great author 
of the gift : — 

“ It was never contemplated that tho measures intended to socm-e these bonofits 
for the class of landholders should transfer their dourest rights and tho possessions 
that had descended to tliem from their forefathers to a class of usurious money- 
lenders, and degrade the former to the position of labourers or of tenants cultivating 
their former lands at the will of tho latter. 

In short, the second of the premises on which a 2 )olicy of. laissez 
faire would rest is as unsound as the first. In the words of Mr. 
Pedder, a gentleman who has long made a special sudy of this subject, 
# * * — ‘it cannot be too clearly understood that only in the dream 
of a visionary will the English agricultural system of large landlords, 
capitalist farmers of large farms, and peasant-labourers for wage, 
ever he substituted for the petite culture of India. Happen what will, 
each ryot mil till his petty holding ; but he may be, as we have made 
him in Bombay, its proprietor ; he may be, as in the North-West, a 
member of a proprietory cultivating community ; he may be, as in 
Rajputana, the customary tenant of an hereditary lord ; or, he may be, 
AS I fear he is becoming, the praedial serf of a money-lender.’ 



Only one of the three premises mentioned above remains — 
that the land is such tliat capital in large single sums can alone 
effect its improvement,. That is exactly what, it is not. There are 
indeed certain localities, limited in number, where irrigation projects 
may alter the character of the produce and counteract seasons of 
drought. But those are far too extensive for individual enterprise. 
They must be undertaken bj joint stock companies or Government, 
and the latter has them in hand. But the great proportion of, the 
cultivated area is such, that the most it is capable of, can be made out of 
it either by mere careful tillage and economy of stable manure, or by 
petty improvements, such as, for instance, digging a well, banking up 
a stream or watershed at cert,ain seasons, making a supply-channel 
from a neighbouring canal or river, or altering the level or inclination 
of a field — b}’ action, in short, of* exactly the kind which the peasant- 
proprietor, standing on his own land, fully realizing its capabilities, 
and feeling pride and pleasure as well as utility in developing them 
to meet the growing needs of himself and his children, is at once the 
most com])etent and the most likely to apply. That he has so improved 
his estate since it came into his hands when ho could, despite all the 
adverse circumstances by which he has been met, is proved by the 
increase in wells and the reclamation of unassessed waste within hold- 
ings during the last thirty years. Whether he shall pursue these 
inclinations freely, or continue, as at present-, thwarted and check- 
mated at every turn, it now mainly rests with us to decide. 

To the question^ therefore, whether there is, after all, much 
h%rm in the present state of things, we must, perforce, answer that 
the harm is of the greatest. To a peasantry such as I have described, 
expropriation means discouragement, deajjair and exasperation. To the 
money-lending class, it means the acquisition of what they are unfitted 
to use and do not particularly desire t-o have, of what yields 
them at best a precarious profit, not exceeding that which reasonable 
rates, of interest, combined with easy recovery, would produce, but 
wrung forth with trouble, anxiety, expense, popular execration, and 
even personal danger. To society, it means the discouragement of 
labour in extracting wealth from the soil, the application of capital 
in disadvantageous and comparatively unproductive caaunels, and the 
fomentation of disonler and outrage. As reported to the Bombay Govern- 
ment in 1858 by Mu. J. D. iNVEiiAum, the Revenue Commissioner — 

‘ tho queation is ono of vital hupertanc© both to Goveraiuent and the people. 
Xlvea tlie passivo society of the East cannot bear so great a burden without making 
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from time to time conviilbive efforts to shake it off. These efforts must increaso in 
frequency and strength, unless the legislature seriously takes up the eril and applies 
the knife to it.’ 

AsBuiniii^, thcTij tliat iiulcbtctliiess to an unusual and extreme 
extent is the coiulition of a lar<>-e proportion of the people in the British 
Deccan, we must enter into a critical examination of its probable 
causes before we can hope to apply an effective remedy. These causes 
are numerous, and complicated both in themselves and in their action 
and reaction upon each other. They may he conveniently classed as 
^iiorinaD and ^special.’ 

The normal causes ar(‘ those which may be found at work, more or 
less, at all times, and some in all parts of India, others only in certain 
localities. First of these stands poverty. It is obvious that where, 
there is a peasant-proprietary, thoujj^h the stimulus to individual 
exertton is considerable, and in India the Hindu joint-family system 
tends to prevent minute subdivision, the individual capital cannot be 
great, and misfortunes comparatively small will throw even a thrifty 
and industrious person into the hands of the money-lender for temporary 
loans. Besides this, the kanbi of our Deccan labours under the special 
disadvantage of a soil mostly indifferent, and a rainfall so precarious 
that he hardly gets a full crop once in three years. Finally, the 
obligation to pay a father^s debts, laid by Hindu law upon a son with- 
out any ecputablo restriction.^, imposes a burden oppj’cssive at all 
times, and too often aggravated by fraud in the creditor and ignorance • 
in the debtor. The Commission, in fact, go so as far as to term 
aueestral debt the ^ chief cause ' of the ryoi/s embarrassments. Next 
io poverty comes ignorance^ which renders tlie unlettered peasant unable 
to read and often to understand, the documents aud accounts in 
which be is vitally concerned, or to state and substantiate in a Civil 
Court a good defence when he has one, and thus makes him a tempt- 
ing subject for every kind of roguery. Social olservanceSj such as, 
marriage, birth and funeral expenses, also swell the roll of obliga- 
tions ; but being connected with religion, they are to a great extent 
unavoidable. If occasionally excessive in prosperity, they are reduced 
in bad times. The Commission consider that in amount they are 
generally not larger than the ryofs income, if otherwise only fairly 
taxed, would justify, and that undue prominence has been given to 
them as a cause of his ruin. Improvidence must be admitted to con- 
tribute its share to the catastrophe j but it consists, as the Commission 
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remark, ^rather in the short-sighted improvidence o£ an ignorant 
class, ready to relieve present necessity by discounting future in- 
come on any terms, and unable to realize the consequences of obliga- 
tions foolishly contracted, than in an extravagant expenditure and 
misapplication of income/ To this may be added an honest and 
confiding, rather than vigilant, temperament. A soil yielding but 
one crop, and therefore the whole year's income at one period, a 
climate so capricious as to lu’eolude at seed-time any safe estimate 
of what the harvest, if there be one, will be worth, and prices 
varying above cent, per cent., as they twice have done in this century, 
might well derange the calculations, and produce the bankruptcy, 
even of sober men of business.. 

Besides these normal causes conducive to indebtedness, there 
exists a long array of special ones, some general in their operation, 
■others }jeculiar to the Bombay Presidency or the Deccan ajone. 
These I propose to notice in four groups— namely, those increasing 
credit, diminishing ability to repay, proceeding from the revenue 
system, and comprised in the term 'arming of the money-lender.’ 

hereased credit obviously flowed primarily from our establishment 
of a settled government, and the consequent immunity of the ryot 
from being . plundered and murdered by hostile armies, or drawn 
from his fields, perhaps killed in battle, on his own side, as also from 
the grosser forms of private crime, A like effect followed our land- 
. settlements. The meaning of the phmse ' land revenue ’ varies 
greatly in different parts of India. In Bombay the State is the land- 
'*lord, entitled to the entire rent — that is, to the whole net produce 
or surplus after deducting the cost of cultivation and of the subsistence 
of the peasant and his family. The State has no intermidiary or land- 
lord to think of, to whom a certain proportion of the rent must be 
left. It may relinquish to the peasant-cultivator as much or as little 
of the rent as it chooses. The Native governments preceding us 
relinquished but little, and the cultivator was rack-rented. Hence, 
even a small debt pressed heavily, and complaints of indebtedness 
were general when we acquired the country. Gradually we reduced 
our land-revenue demands, producing immediate relief’ and recovery 
of agriculture, until by the revenue survey system, founded by Golds- 
MiD and Wingate in 1838-40, and gradually extended throughout 
the Presidency, we levy, says Mr, Pkdder, only one-half, at most ^ of 
the net produce or rent, thus leaving the cultivator a liberal margin 
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upon which to bon-ow and repay. But we went further than thw. 
Under the Native government a cultivator could not, accoi'ding to 
custom, be ejected as long as he paid the revenue demand; but that 
demand was so high that his right of occupancy w^as worth little or 
nothing and was, besides, mostly not recognized as saleable, The land 
was not his to sell, being deemed the property of the State. Under our 
^settlement, however, ' this right of conditional occupancy ^ (to quote 
Bombay Act 1 of 1805) Ms declared to be a saleable and transferable 
property.’ Though the land is still termed Government land,” 
the occupant has acquired a tenant-right far wider than that of 
Ireland, and has virtually become ])ro| rietor, while the Government 
retains only a rent charge, variable onee in thirty years, within 
certain prescribed limits. The right of property thus gmnted 
acquired simultaneously a considerable value through the reduction 
of tli^ revenue demand and its invariability for thirty years. The 
gift, intended to enrich the ryot, increased his credit along with 
his means, thus exposing him to the loss, not only of the extra share 
of net produce bestowed, but of the land from which a livelihood had 
hitherto been secure. 

Fast upon these additions to solvency and credit came days of 
brilliant but ephemeral prosperity. Commencing with 1850, railways, 
roads, bridges and other public works poured millions into labourers’ 
hands, while a series of good seasons gave the best encouragement 
to agricultiire, and brought almost every available acre under the 
plough. Then came the American war, raising to almost fabulous 
rates the prices of cotton and other produce. These circumstances 
had a double effect: many ryots paid off, or greatly reduced 
their debts : many more, both of these and others, increased their 
expenses, and some even borrowed largely upon the strength of 
increased incomes which they supposed would last for ever : all 
learned a higher standard of comfort and new wants, which they 
could not relinquish with readiness equal to the subsequent 
rapid contraction of their means. A further expansion of the 
ryot’s credit was induced by greater facility in obtaining loans, 
owing to two reasons. The arming of the money-lender, to which I 
shall presently allude, rendered frauds and legal recovery of advances 
easier. Also, the general prosperity increased the capital of money- 
lenders for investment and the number of persons competing in the 
business. Money was lent recklessly, on unsound credit ; mon^ 
19 
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wras lent designedly to secure the unwary ryot as a bondslave 
for ever. 

BiminisJied abiliiy io repay arose partly from greater pressure 
on the land by the population, which had grown 45 per cent, in the 
thirty years ending with 1875. The proportion of 107 souls ppr 
square mile becomes extremely heavy after making allowance for 
mountains, forests, &c., and for the defects of the cultivable soil and 
the climate. But even the cultivable area cannot be, on an average, 
as productive as in former days. When only a half of it was culti- 
vated, the best soils were chosen, fallows were readily allowed ; the 
waste land and forest supported cattle freely ; the stable manure was 
sufficient. Now all is reversed. The waste land has disappeared ; 
the cattle and manure are insufficient in proportion ; the jungles 
have become reserved forests ; the poor soils reduce the average ; and 
the general result is a lower yield per head for subsistence or lepay- 
ment of debt. Again, the ryot\s solvency was reduced by a great 
fall in prices after the close of the American war. Between 183G 
and 1866 prices rose from fifty-six to eighteen seers per ru})ee : 
between 1866 and 1874 they fell again to fifty seers. With the various 
causes of low prices ; with'^ questions such as those of the effect of 
levying revenue in money instead of in kind ; of the sufficiency of the 
jirculating medium, or of the action of the so-called Indian tribute,^ I 
im not now concerned ; for our present purpose, to note the fact of the 
fall is sufficient. A series of bad seasons has, likewise, supervened. 
Finally, the effect of an absence of stimulus to exertion in lessening 
ibility to repay must not be overlooked. W^here the ryot is hope- 
lessly involved, and all produce goes to the creditor, a bare subsistence 
being given back, what inducement can there be to add to the latter's 
^ains ? The ryot pays off less ; his debt on paper increases, and 
what more ? He thinks it ^as well to be hung for a sheep as for a 
lamp.' 

To our revenue system must in candour be ascribed some share in 
the indebtedness of the ryot. Time would fail me were I to 
attempt to enter here into the elaborate question of the pressure of 
the land-revenue demand, nor does my subject require ' that I should 
do so. The Commission's report and the other enquiries to which 
I have referred contain the fullest information on the subject. Suffice 
it to say that it is amply proved that the riots had no immediate 
emeetion with the revi«on of assessment, whioh was neith^ 
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imposed nor contemplated in many of the localities where they occurred. 
Still less can the general indebtedness of the ryot be ascribed to the 
weight of the assessment, whether unrevised or revised, since the 
proportion of the net ])rodnee taken is low in itself ; very low for 
a Jaudlonl to take ; far lower than that prevailing in ‘alienated^ 
British villages and adjacent foreign States. I am here, of course, 
speaking broadly, irrespective of individual instances ol over-assess- 
mecxt, which in so vast an undertaking may not improbably have 
occurred. But it seems likely that indebtedness arising mainly from 
other causes, normal or special, may have been aggravated by our 
rigid system. If any considerable increase at a revision were graduv 
ally worked up to in the course of two to five years, the ryot would 
have time to readjust his expenses to his means instead of being taken 
by surpiise, and perhaps driven to the money-lender. Again, if the 
rec<);v^ery of instalments were more coincident with the time when the 
ryot realizes on his produce, instead of falling sometimes too early 
and sometimes too late, and so the land-revenue were more in practice 
(what it is in law) a iirst charge on the latter, much temporary borrow- 
ing, fraud in crediting jirodnce, and eventual Government process for 
recovery, might be avoided. Some debt, too, may be caused by the 
fear oF eviction -a mode of recovering the revenue for which a 
substitute is much needed. Moreover, though the system of taking 
revenue in kind, besides involving the injustice of assessment on the 
gross produce instead of the net, is so open to fraiK^, when adopted 
on a large scale, as to be impracticable, its object might be attained, 
in localities subject to drought, by such suspension of the revenue 
demand as to spread over three or four years, according to the seasons, 
the aggregate amount to be recovered in that period, finally, in 
times of famine, suspension of demand might be systematically 
granted, as of late it has been by Sir Richard Temple, and even total 
remission, which is not inconsistent with the Bombay settlements. 
And, above all, whatever relief is deemed reasonable should be granted 
in time. 

TJiP at'Ming of ihe moneg-fnider is a general term which I shall 
apply f 3 the process of increasing in numberless ways the legal power 
of creditor over debtor, Avhich has been synonymous with the elabora- 
tion of our Indian law procedure. In our early judicial dealings with 
pur newly-acquired possessions in the Bombay Presidency, we cpmbined 
as far as possible the Native model in form, with European octmimia 
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sense and et^uity in pi*actice ; but gradually the system was made 
more regular and rigid. Mountstuart Elphinstone^s Code of 1827, how- 
ever, still contained much of tlie old leaven, such as arbitration courts, 
usury law and a long limitation for suits. Only gradually did credi- 
tors perceive and work up to the advantages the law had given them. 
At first the debtors complained of usurious interest only. From 1818 
to 1850 the Court’s influence became rapidly more apparent. Attach- 
ments, and the extortion of new bonds with a premium for forbear- 
ance, increased. From 1850 to 1858 credit and frauds much expan- 
ded. Numerous public officers pointed out the mischief which was 
going on ; none foresaw more clearly than Sir George Wingate how 
the benefit of his settlement was being turned into wrong channels, or 
pleaded more earnestly, though in vain, for prompt and effective 
remedies. While affairs were in this state, the legislature stepped 
in to aggravate the evil. In 1859 the i>eriod of limitation for suits 
was reduced and the first Civil Procedure Code was passed, followed 
by the Stamp Act in 1860. 

The condition then consummated, which has lasted with but 
slight variation for about twenty years, may be thus briefly summa- 
rized as it appears in the Deccan. The procedure is highly elaborate 
and technical j the penalties for contravention of it, severe, and litiga- 
tion, dangerous without the guidance of a pleader, whose services are 
costly and interests often at variance with those of his client. The 
.procedure is the same for a debt of Rs. 5 and Rs. 5,000, except in 
the rare instances where Small Cause Courts are established. Stamp 
and court expenses have nearly doubled. Arbitration has been gradu- 
ally shouldered out, partly by the superior prestige of tlie Courts, 
partly by the stamp-duties, partly by its disadvantages for the money- 
lender. Suits may be heard ex parte in the absence of the defendant, 
and are found to be so, in the four Deccan districts, in above half 
of the cases. Great weight is attached by the Courts to bonds, and 
the} are therefore largely, almost exclusively, depended on. However 
fraudulent, extortionate or in excess of consideration a bond may be, the 
burden of proof lies on the debtor, and in practice his defence is generally 
hopeless. Payments on a decree m^de by the debtor out of court were 
(till 1877) ignored, and were therefore obtained, wherever possible, 
by the fraudulent creditor. The reduction of the limitation period 
for bonded debts from twelve to six, and m some cases three years, 
and for simple money debts, from six to three years, respectively, bas 
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subjected the debtor to com|)ouiid interest, frequent suits, extra cost 
and a vast increase of his liabilities. The power of obtaining arrest 
and imprisonment gives the creditor the means of extorting almost 
any terras for his forbearance in exercising it. Of all the weapons 
he has obtained, this has been proved to 1 h‘ the most misused. 
The power of sale in execution extended, till 1S77, to every- 
thing the debtor ])ossessed : since then certain bare necessaries 
have alone been exempted. Land remains saleable, whether ances- 
tral or acquired, subject to certain provisions for saving it analogous 
to an which have hitherto proved inoperative, but are now 

being amended. Of all sales it is a eharacteristic that the pro- 
perty, through tecliJiical difficulties, constantly goes for a mere 
song, and the creditor is the purchaser. Decrees were, till 1877, 
interminable, and the Commission found numbers to be of twenty 
years’j^tanding. Now tliey may be executed for twelve years, A 
Sub-judge mentions one executed vine times. If the |>ersecuted debtor 
turned towards the law of insolvency, he, till quite recently, found it 
little more than a name. Until actually arrested or in jail, he could 
not resort to it at all ; and whether, after doing so, he escaped its 
j)itfalls and two years’ imj>risonment or not, his subsequently acquired 
property and earnings were liable (unless his debt was under Ks. 100 
and the judge chose to discharge him) until the last })iee due, with 
interest, had been repaid. Finally, the increase of work entailed 
delay, with loss of time and money, in the disposal of, cases, while 
financial reasons led to reduction in the numbers of the Courts, and 
consequently to their greater remoteness from the ryot’s home. And 
all this is the more important, in that a vast increase of litigation 
has followed the new law, so that in 1870 there were 37,128 suits, 
and in 1878 (after the famine) 27,577, disposed of in our four districts 
alone. 

The tendency of the change of relations thus gradually brought 
about by the law will be seen to have been all one way in favour of 
the party possessing the most intelligence and money. Even of old, 
the superiority of the money-lender over the ryot w'as considerable, 
though the former had little power of compulsion; but by the law this 
superiority has been infinitely increased. The likening of the contest 
between them to one ‘ between a child and a giant ’ is no figure of 
speech ; yet the law presumes them both to , be equal ! That the 
superiority is fully and often fraudulently availed of is proved by the 
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vast increase of litigation just mentioned ; by the evidence of judicial 
and revenue officers and of numberless debtors ; by the scrutiny of 
accounts by the Commission, and by the use in 1874 of some 150,000 
warrants as threats only. The geneial result is that through these 
undue powers the ryot is enslaved by a vast amount of debt, which 
has been much enhanced by our legal system, and in part was never 
incurred by him at all. In concluding this sketch, it seems scarcely 
necessary for me to add that the law, and not the Judges, are to 
blame. Some of the most valuable proofs of the defects of the former 
are derived from judicial officers, Native as well as European ; and 1 
fully agree with Mil. Auckland Colvin that it is ‘ very much to the 
credit of the subordinate judicial administration that it has expressed 
itself so clearly as to the ] position wdiich it is compelled to occupy.’ 

Having thus enumerated the various causes of the ryot’s 
indebtedness, 1 will brielly classify them according to the possibility 
or expediency of remedial measures. As causes regarding which 
little or no special action is practicable we may put dowm all normal 
ones. Ignorance, improvidence and extravagant ceremonial or social 
expenditure can never be eradicated from the world, either in the 
Deccan or elsewhere, though time, experience and education ma}^ 
reduce their strength. An agricultural jiopulation everywhere is 
comparatively ignoi’ant; they are found so even in England under a 
compulsory educational system, much more in India, where compulsion 
cannot be thought of. But village-schools are exceptionally numerous 
and efficient in the Bombay Presidency; cultivators’ children form 
21 per cent, of the pupils, and we may hope for gradual improvement 
in this respect. Comparative poverty must continue the lot of a 
peasant-proprietary wdiose soil is poor and climate capricious. Periodi- 
cal absorption of savings by famine can, at least, be only diminished 
in degree by palliatives of partial applicability, such as forest 
conservancy, railways and irrigation, which, under Sir Richard 
Temple’s vigorous administiution, are being promoted as rapidly 
as means allow. Prices must take their course. 

As causes regarding which interference is undesiitible may be 
mentioned the increased credit due to orderly Crovemment, property 
in land and competition of money-lendei-s, and the lessened ability to 
r^y arising from the diminution of waste land for fallows and 
grazing by the extension of cultivation and forest reserves. The 
iwising of the land-assessment to the level of Native States in older 
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to stimulate exertion, ?ind the lowering of it so as to pay private debts 
at the expense of the community in general, are equally out of the 
question. 

Respecting the remaining causes, action, cither executive or 
legislative, seems open to us. ExecufivrJ^^ some little might probably 
be done to relieve pressure of population by favouring emigration to 
^ other districts. Then, though the idea of Government Agricultural 
Banks appears to me to he unsound in theory and unworkable in 
[)raetice, the opening of local loans in small amounts, as in France, 
might offer to hankers an alternative for indiscriminate lending on 
usury, and to cultivators an investment jireferable to ornaments. The 
system of advances by (iovernm(*nt for land improvement, also, might 
be simplified. Again, relief might be afforded by modifying, in the 
directions I have already indicated, the mode in which our land-revenue 
demand is imposinl and levied. Stamp and process fees and hafia seem 
also eapahlo of revision. Finally, there are exchange and cognate 
tinancial questions. But 1 must not dilate upon these executive 
remedies, which are heyond the sphere of this Council. I have 
touched on them merely in order to show that I am not so simple as to 
suppose that all the ryot’s difficulties will be removed by the passing 
of the Bill before us. Legidafivelyy wliat we can do, what is proved 
by over-whelming evidence to be the thing required, what we un- 
doubt i-dly ought to do, jiromptly and effectively, is to restore, as far as 
may be, the rude balance between debtor and creditor, wh;ch has been 
disturbed by our own legal institutions. AVe may take back many 
of the weapons inconsiderately placed in the money-lender’s hand and 
shown to have been misused ; we may check the undue credit arising 
from unjustifiable facilities for recovery ; we may increase ability to 
repay by removing discouragements to industry ; we may obey the 
loug-neg<ected proverbial mandate to hear both parties; we may 
substitute for the blind and nitbless operation of legal machinery the 
intelligent dispensation of justice between man and man. 

As introductory to a fuller definition of the principles upon which 
our proposed measure should rest, and to a detailed explanation of the 
Bill itself, it may be instructive to survey, briefly, the relations of 
debtor and creditor as they were found on the introduction of British 
rule, and as they may now be seen subsisting in some of the best 
administered Native States. For the former period I can quote no 
better sketch than that given in the despatch of the Secrebury 
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of State dated December 26th, 1878, which has recently become 
public. ^ 

‘ Under Native Governments, it seems no assistance was, ordinarily, afforded by 
the State to a creditor for the recovery of his debts. No Court of Justice was open 
to him, and ho was left to his own devices to extort what was duo, Government wink- 
ing at very forcible measures that were occasionally employed. The result was not 
so bad as might have boon expected. It speaks well for the national character that 
contracts were rarely lopudiated. And the Commissioners observe that in these pro- 
ceedings honesty was the best policy for the ryot, and caution w'as a necessity to the 
money-lender.' 

In order to state correctly the })reseut practice in Native States, 
I have made special enquirieji in four cases. As to Hyderabad, His 
Excellency Sir Saiar Jung has favoured me, through the Resident, 
Sir Richard Meade, with a valuable memorandum and summary of 
regulations. From Bhaunagar, a large State in Kathiawar, which 
was, till lately, under joint-administmtors, English and Native, during 
the minority of the Thakur, and of wdiich a graphic account by Sir 
David Wedderurn appeared last year in the ForinigMy llerieWy 
I obtained a note through Mr. Pbrcival. The system in Morvi, 
another Kathiawar State, is described in communications from the 
administrator, Mr. Shambiiuprasad, who was a member of the Deccan 
Riots Commission. About Baroda full information is forthcoming in 
the administration reports of Sir T. Madhava Rao and letters of some 
private Native friends I have there. In all these States, civil suits 
for debt are comparatively rare. The limitation period, where there 
^ is any definitely laid down, is twelve and six years. The Hindu mle 
of dam-dupaty or disallowance of interest at any time in excess of the 
principal, is observed in Baroda, Bhaunagar and Morvi. In 
Hyderabad usurious interest is summarily cut down to a reasonable 
rate.* Imprisonment for debt is not allowed in Morvi, nor, apparently, 
in Bhaunagar. In Baroda it is forbidden altogether during the 
cultivating seasons, and very sparingly used at other, times. In 
Hyderabad it is reserved for cases of contumacy and fraud. As to 
the sale of a ryoFs land and house for debt, both are exempt in 
Bhaunagar, and the former (if not both) in Morvi. In Hyderabad 
the sale of either is said to be resorted to in extreme cases only. In 
Baroda only such portion is saleable as may be in excess of what is in- 
dispensable for the residence and support of the ryot and his family, and 
are not favoured by the Courts. The sale of movables is also 
tmd^r characteristic restrictions. In Baroda the ryot^s implements 
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and cattle necessary for cultivation, cooking utensils and clothes india* 
pensable for daily use, ‘ the ornaments which a married woman must 
have on her person as long as her husband is alive^ (even if not hers, 
but her husband’s), and two months’ corn for the ryot and his 
family are all exempt. In Bhaunagar only agricultural stock and 
implements in excess of what is necessary for cultivation, as also 
the produce, may be sold ; and in Morvi the rule seems much the 
same. In Hyderabad the reservations embrace cattle and implements 
necessary for agriculture, seed-grain for the next season, grain for 
subsistence for six months, and necessary apparel and cooking 
utensils. In all the States the fixing of instalments is common, and, 
whatever may be the standard rules promulgated through a desire to 
imitate our judicial institutions and to obtain credit for well-organized 
government, a summary inquiry into the facts of the case, with 
scrutiny of accounts, and a more or less rough-and-ready adaptation 
of the creditor’s demands to the debtor’s means, appear to be the 
practice. This practice, being supported by popular opinion, is 
probably loss affected in individual cases by corruption, partiality or 
oppression than might on general grounds be expected. Having 
held for many years intimate relations, official and otherwise, with 
Native States, which in Bombay form one-third of the Presidency, 

I can say with confidence that, making due allowance for the growing 
mischievous tendency to copy the British system blindly* the picture 
just presented is, on the whole, fairly typical of them all. 

This picture may, at first sight, seem to exhibit conditions under 
w'hich either the ryot can get no credit or the money-lender no 
returns. As a matter of fact, however, neither result occurs, because 
all the parties concerned — debtors, creditors and rulers — thoroughly 
understand the limits to their several action which are essential to 
their several ends. No doubt the ryot has a hand-to-mouth sort of 
existence ; but even this is endurable, combined with immunity from 
eviction. I have come upon a passage in Sm T. Madhava Bag's 
Administration Report of the Baroda State for 1875-76 so ably 
describing the position that I must ask leave to quote it at 

length : — * 

Sales mnst not be made so rigorous as to crush or impair industrial energy or to 
Induce its emigration. The Civil Con ts have to be specially careful in regard to tho 
last mentioned point, which mainly concerns the ryots. These have frequent dealittfv 
with the 8(iwkar9 whose exacting tendencies are well known. The Civil Court ahoold 
take up such a ptMition between the lyot and the $owhir aa freely to allow beneftta to 
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put, bnt effectually to nrrest mutual injuries. The ryot her© can never, as a rule, 
aUoprcther dispense with the ftpivicrs of the sculfur ; for the seasons are not so 
reffular nor are the means of in'gation so exiinsive ns to ensure oqiiahility or 
constancy of })rodiu'fion. Again, the land-tax is in most cases fixed, and absorbs a 
considerable proportion of the produce; and, again, the ja'iccs of produce fluctuate, 
changing the incidence of the tax on tho produce from year to year. In other W( rds, 
while tho outturn of the Inn 1 is n ‘ceasnrily varying, the ryot hns to pay a fixed and 
considerable tax, which must come from the land. In other words, again, the 
exchequer has to draw a constant and continuous stream out of a fitful supply. The 
eoirlcar by bis interposition meets the ineclrinical necessity of tlio problem. He is 
the receiver of the fitful 8up])ly, and enables tho ryot to pay the mrlcar equably. He 
often performs another useful fniietion, namely, he enables the ryot also to draw fiom 
that fitful supply on equable subsistence for himself and family. It is thus to him 
that both Barkar and ryot are indebted for equalising to each, their aiimml reeeipts 
from n fluctuating source. He, therefore, fulfils very beneficial duties, and doscr\ os 
to be conserved as an almost indispensable part of the rural organization. At the 
same time, wo are bound to see that he does not override the interest of the ryots. 
Lot the Civil Courts onaldo the soicknr to recover bis just claims from the ryots. liut 
the Courts should not permit the smc/i-or to jtros-s the ryots to the point of crushing. 
This poitit should bo well defined and over kept in view. No })iocess of the Coi rts 
should, withont the concurrence of the revenue- officers of the sarhur, deprive the 
ryot of his land, of his agricultural cattle and implements to the extent necessary for 
the cultivation of that land, of hi.s oottago, mid of food and raiment according to the 
necessity of himself and family. Those should be left to the ryot, and, as a general 
rule, placed beyond the grasp of the sovkar. It should bo understood that the first 
demand on the produce of the land is that 6n account of tho sarknr tax; the next is 
that on account of the subsistence of the rj’ot and his family ; and the last is that on 
account of the debt due to tho Btwkar. Tho surplus which may be forthcoming in 
good seasons after meeting the first tw’o demands may bo made available to the 
sou'kar for the recovery of his advances made to or for the ryot in bad seasons. This 
being understood, the sowkar will easily limit his advances to the prospects of such 
recurring euiqilus, and will not go beyond. This principle of adjustment may be 
expected to work well and to the advantage of all the parties concerned, provided 
that the land-tax is not so excessive as to trench upon the subsistence of the ryot and 
the remuneration of the sowkar in an average year. As a rule, the principle is not 
novel in Native States, and has been long in operation, more or less. Our new Civil 
Courts should recognize and respect it, and by no moans set it aside. After what I 
have stated, I need hardly say that our Courts should not imprison the ryot on 
account of debts due to the snwkar and consign industrious hands to idleness, unless 
where the debtor may be fairly presumed to possess the moans of payment and to 
withhold payment from a refractory spirit. 

The Quarterly Beview^ in an . able and interesting sketch of the 
Deccan published last April, further truly describes the useful 
functions of the money-lender in rektion to both the State and 
society 

The village baalcer is essentlel to the social syatem of the eoimtry. At onoe the 
piindiaaer ol mral prodooe and the local agent of ihensntral nsorcantile aBhe 
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the Tillage shop-keeper and money-lender, ho enables the peasantry to derive full 
benefit from a good season, and to moderate the recurring disasters of drought and 
flood. Without his aid the rent would not bo realized; His fnnoHons in normal 
times are most im[)ortiint, but in the abnormal times of famine they are indispen- 
sable. Then the banker and shop-keeper is stimulated to double activity in both 
capacities. He advances from his stores, food, seed, stork, and even money to the 
peasantry, who can offer nothing but their credit in return. By relieving the better 
classes of the community he lessens the pressure on the public purse. But he does 
more than this, s # # Experience has proved the advantage of leaving the 
trau.sport and distribution of food-supplies to private trade. * * * It is the 
soivkiir who spans the gulf which separates %vant from plenty, and fulfils the functions 
of distribution which no State agency can perform ! 

The problem before us is how to keep the moiio^’-lender in his 
])Iace, to encourage and supj:ort him in all useful functions, but to 
restrain him, he is restrained in Native States, from becoming the 
enemy and oppressor of the poor. The leading principles of our new 
incasiw’e, then, should be to give both sides fair i)lay, instead of setting 
the two classes by the eiirs; to diminish the risks of fraud in 
borrowing and extortion in repaying; to diminish the risks of loss 
in lending and excessive delay in recovery; to obliterate any stigma 
resting on our judicial institutions. We must foster due credit, check 
that which is undue, and allow free scope to all civilising processes 
and health}^ relations between capital and labour. We must hold 
the ryot responsible m our Courts for what he has really borrowed, 
not for what he has not, and make him repay by bis own exertions all 
that he reasonably can repay, not set him free, by sudt/en, one-sided 
or ^ heroic ’ remedies, to enter on afresh career of indebtedness. In 
short, we must see the parties as they really are, in a condition of 
Oriental, not of European, civilization, and deal with them by the 
Indian experience of success in past generations and failure in the 
present, rather than by the intrusion per mlium. of alien institutions 
which are in their own land the n suit of centuries of experience under 
totally different conditions. 

I will now endeavour to set forth, as clearly and fully as time and 
the occasion permit, the principal provisions of the Bill I am intro- 
ducing, premising that, as the latter is intended to supplement, modify 
and dovetail into the Civil Procedure Code, and it therefore in some 
parts presents to the unskilled reader a confused and imperfect aspect, 

I shall discard its arrangement, and endeavour to express in plain 
English the effect which its provisions (coupled with the code) are in- 
tended to produce- 
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The first object aimed at is to establish precautions against 
fraud by either debtor or creditor in their original transactions 
with each other, and so keep them on good terms and out of 
Court, as far as i)ossible. The Commission thus enumerate the 
chief frauds which are practised : — 

By creditors : (1) forging bonds ; (2) withholding the considera- 
tion mentioned in bond ; (3) obtaining now bonds 
in satisfaction of old bonds and of decrees, and 
nevertheless enforcing the latter ; (d) not giving 
credit for ])ayments ; (5) refusing to explain or 

wrongly representing their accounts to debtors. 

By debtors : (6) tendering in evidence false receii)ts and false 
evidence of alleged paunents; (7) pleading that 
bonds arc false when they are really genuine. 

* * * 

The next step contemplated is that, whenever serious 
misunderstanding unfortunately arises between money-lender and 
ryot, either party should be able to icsort to a friendly non- 

judicial authority bound to use his best offices to reconcile the 
two, and that no litigation should be commenced without a certificate 
from the Conciliator (as the authority constituted by chapter VI 
will be termed) that his endeavoui-s in this behalf have failed. 

Such Courts of Conciliation were advocated by Siii John Strachey 
just twenty years ago, and by Mr. Cost in 1870 in the Calcutta 
Remew. On the present occasion, their success in France was 
brought forward last year by Sir Erskine Perry in some Notes 
which have been published in India ; and the subject is suggested 
for consideration in the Secretary of State’s despatch already 
referred to. For details of the French system, derived from personal 
observation during a residence in France, I am much indebted to Mr. 
Fitzpatrick, the Secretary to the Government of India in the Legisla- 
tive Department. The proposed Conciliators will so far differ from 
the French Jnges de Paixj that they will not have, in addition to 
conciliatory functions, a petty judicial jurisdiction (up to 100 francs, 
equal to Rs. 50), nor will they be able to compel the attendance of the 
defendant before them j but they will, in consequence, be unable to 
exercise undue pressure, which in India might perhaps under 
some oircumstauces be apprehended. 
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Closely connected with the subject of conciliation is that of 
Panchayats, or arbitration by non-official persons or bodies, such as 
the Poona Arbitration Court, and of incorpomtin^ such arbitration, 
with more or less assistance and control, into our judicial system. 
The question is a difficult one in some aspects. All that I am now 
able to say is that it is undi i* careful consideration. * * * 

Suj)posini»' that, Jiotwithstandin^* all the preceding’ i)re- 
cautions, the disj)ute unfortunately develops into litifj^ation, the 
Bill next endeavours to place the Courts of law within easier dis- 
tance from the homes of the peo})le, and to make them more absolute, 
less technical, less dilatory and h‘ss exj^ensive. I may here 
mention that, out of 4,0r)0 villages in our four districts, only 
•.J9 per cent, are now within ten miles of their Courts ; 35 per cent, 
are from ten to twenty miles off; 21' per cent, from twenty to 
thirty miles ; and 12 per cent, between thirty and sixty miles — 
distances which, in the absence of railways, represent a consider- 
able incoiivenieuce and loss of time to those obliged to attend, 
In ])ursuance of the objects just named, chai)tcr V empowei’s the 
Local Government to a})point any Patel of a villag'e whom it deems 
competent to be villai>e-munsif for his own village, or, if desired, 
for other villages also within a radius of two miles. The munsif's 
jurisdiction will be limited to suits for money not exceeding ten 
rupees, and will generally follow the model of the M^ras village- 
munsifs system, constituted under Madras Begulation 4 of 1816, 
except that the munsif will not have, as there, a further jurisdic- 
tion, by consent of parties, extending up to Ps. 100. The munsifs 
decision will be final, except in case of corruption, gross partia- 
lity or misconduct proved before the si^ecial J udge, to whom I will 
presently refer. This Madras system is well worthy of attention. 
It is a remarkable fact that these munsifs dis^xise of nearly one- 
fourth of the whole civil litig.ation of the Presidency. In other 
words, some 45,000 suits, for which the people in Bombay might be 
dragged to our regular Courts, with all their attendant delay, cost 
and harshness, are in Madras quietly disposed of at the people^® 
own homes without any one of these evils. Nearly the whole of these 
suits are for sums not exceeding Rs. 20, and nearly half for Ra* 5 
and under ; but the returns do not show how many of them are for 
Rs. 10 and under, and therefore tried without the consent of both 
parties. It has been surmised that many of the disputes here dignified- 
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bj the name of 'suits’ are so petty, that in Bombay they are 
never brou-ht to a regular Court at all ; but the general statistics 
do not bear this out, as in the Bombay mcfassa] in 1877 there were 
144,412 suits to a ]>opulation of 15 i millions, while in Madras there 
were only 11)0,290 to above a I millions. Again, I understand from 
Mk. Carmicijakl, ]\Ieniber of Council at Madras, who has kindly given 
me much infoiniation, that the bulk of them are not between usurers 
and ryots. But the fa(;t remains that a very inferior agency can 
disf)ose successfully, without. ai)peal, of suits not lower" in value, 
though (liffering somewhat in nature, from those with which we have 
to deal. Although, however, village-munsifs may thus be a fairly 
elHcient institution in Madras, where they are a survival of 
ancient time.s, and where society is still in a eomparativelv simple 
state, it would bo imjxjssible at the ])resent day to constitute theiii 
by law throiigliout all villages or village-circles in our Deccan 
districts. Tlie peoi)le are now too independent, too active-minded, 
too irreverent to accept, implicitly the decision of village seniors 
as such, or, as a native newspa[>er puts it, ‘in the ])resent times 
of freedom and liberty, when even chihlren do not obey their parents, 
the village headmen have no authority and iniliience.’ l^^veu if we, in 
Bombay, could sueci'sslully impose on our bard-worked and iil-])aid 
jjaM this, to them, novel function, there is the further difli- 
culty in their case that the bulk of our petty suits are brought by 
moue}'-lenders, with whom the would t(X) often be, by want of 

education or by absolute interest, unqualified to cope. Our 
advanced conditions postulate a nmre skilled judicature, better 
Judges, and, consequently, fewer of them ; and these the Government 
must in the main provide. At the same time, there can be no harm 
in t-aking advantage of the present opportunity to empower the 
Government to invest with i)etty jurisdiction up to Rs. 10 any village 
pafeh whom it may here and there find to be qualified by education 
and character. We may hope that the number of such 

will gradually increase. 

Next above these new Munsif’s Courts come the existino- 

o 

Courts of Subordinate Judges, who are all trained officers, divided 
into two classes, with proportionate powers, and receiving salaries 
of from Rs. 200 to Rs. 800 per mensem. These Courts it is proposed 
to strengthen in two ways. Their number will be increased from 
H to 36, thus diminishing their local jurisdictions and the distances 
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to them from the people^s homes ; but this, being an executive 
measure, needs not to be provided for in the Bill. Their powers 
will, moreover, be considerably increased. By chapter II of the 
Bill, all subordinate Judges in the loi r districis will be invested 
with what are termed smalUcause-conrt powers, but enlarged so as 
to include mortgage-cases oi the class in which agriculturists are so 
commonly involved. And by chapter IV they will all receive jurisdic- 
tion in insolvency. The question of how far the summary jurisdiction, 
not open to appeal, which the small-e uise-court model implies, might 
safely be entrusted to the two classes of subordinate Judge, has re- 
ceived careful consideration in connection \vith the opinion of the 
Secretary of State in jiaragraph of the despatch : T am inclined 
to think that the principle of summary jurisdiction without appeal 
might be conferred exporirnen tally on all civil Judges in the Deccan 
with .great benelit.' It is considered that such jurisdiction may be 
conferred on the first class subordinate Judges up to the full limit 
allowed in the Mofassal Small-Causc-Courts Act, namely Rs. 500, 
and on the second cl iss subordinate Judges up to Rs. 1000 absolutely, 
and up to Rs. 500 by consent of the parties (on the analogy of the 
higher jurisdiction of village-munsifs in Madras). But three special 
safeguards are proposed in chapter VII. Firsthjy inspection, A 
special Judge will be appointed to inspect, supervise and control 
the jiroceedings of the subordinate Judges, munsifs ajjjd conciliators 
under the Act in all the four districts, and see its new principles and 
policy effectively carried out. The special Judge will be aided, in 
each pair of the four districts, by a special assistant Judge or sub- 
ordinate J udge, who will during the greater part of the year be 
engaged in travelling about, inspecting and supervising all sub- 
ordinate Courts. In Bombay the Collector and his assistants similar- 
ly move about, inspecting and controlling the revenue and magisterial 
administration, mixing with the people, and, in particular, examining 
the civil work done by mamlatdars. Long experience has proved 
that the system produces excellent results. Secondly, revision. The 
power of revision vested in the High Court by section 6^2 of the 
Code of Civil Procedure is extended, on the analogy of section 295 
of that Code, to the special Judge, who will be enabled to call for 
and examine the record of any case and correct failures of justice, as 
also similarly to de d with cases called for and referred to him by his 
assistants just mentioned, The powers of the High Court under the 
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same section will remain intact. Thirdly y Bitting Hn banco,' The special 
Judge and the assistants with his authorization are enabled to stay the 
proceedings in any case pending in a subordinate Court, and to sit with 
the Judge as a Bench to try it. The power of withdrawing a case and 
trying it himself, or transferring it to another Court, which the district 
Judge possesses under section 25 of the Code of Civil Procedure, will 
also be exercised by the special Judge, and by his assistants with his 
authorization. These provisions will enable imjjortant eases to be tried by 
superior officers or a Bench, and promote that exercise by such officers 
of their personal example, and that enlargement of their practical 
experience, which ai*e thought so desirable by the Secretary of State. 

In concluding this j)art of the subject, I should explain that the 
amended jurisdiction will, for convenience^ sake, supersede altogetlier 
that under the Mofassal Small-Cause-Coiirts Act, and thus litigants 
who are not agriculturists will, in money cases, obtain throughout the 
four districts the s[)ccial advantages designed for the latter. Also 
no special provision is made for subordinate Judges moving about 
and sitting at different places, because they can be required to do 
so under the existing law. 

The procedure followed by the Courts under their new jurisdiction 
will be pretty nearly that of Small-Cause-Courts, which again differs 
but little, except as to recording evidence at length, from that of the 
Ccnle of Ihe Civil Procedure. One exce])tion, however, is so import- 
ant as to require special mention. The Commission pointed out that 
the proportion of cases decided in Bombay e,r parte ^ or in the absence 
’Qf the defendant, vastly exceeded that in any other part of India. 
In the four districts the pro]X)rtion ranged in 1876 from dO to 74 
per cent., and last year from 57 to 06 per cent. This has been 
ascribed to a variety of <?auses, of which the chief probably are ignor- 
ance of the ryot that he has a defence, want of means to pay a 
pleader, conviction that the Court, for want of time or other reasons, 
will not go into the merits of his case or look behind the bond, fear 
of irritating his creditor by a defence or fraudulent non-service of 
summons. The various provisions of the present Bill, however, 
completely alter the position. The obligation laid on the Court of 
going into the whole merits of the case, and, behind the bond, if 
necessary, to which I shall presently allude, will remove the first 
three of the above causes of backwardness on the ryot's part, and 
will probably lead to hie more frequent voluntary appearance. But 
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that obligation can scarcely ever be successfully performed in his 
absence and without his help ; and it is therefore considered indis- 
pensable to make it incf mbent on the Court ordinarily to exercise, 
in all cases of a defendants non-appearance, the power of compelling 
him to attend, now vested in it by the Code for exceptional use. 
Compulsory attendance will meet the other two causes of absence 
above menlioned. Any hardship which it might be supposed to in- 
volve will be more Ihan balanced by the consequent better hearing 
of the case, and will, moreover, be much lessened by the proposed 
bringing of the Court nearer to the debtors home. 

Closely connected with the question of procedure is that of how 
far effect should be given to the suggestion of the Secretary of State 
that possibly it would be desirable to exclude professional pleaders 
from the 'courts with summary jurisdiction and without appeal up 
to a •limited amount’ which he desires. Upon this point we have 
two precedents. The French Code excludes all skilled advocacy from 
the Courts of the Fai.r, whether in conciliation or trial of 

suits, in the following most stringent terms : — 

‘AncMins nvoiies, greffiors, hnissiers et ci-dorant liommes do loi on procureurs no 
ponrront ropvoaontor les parties anx bureaux de paix.’ 

The Madras Regulation for village-munsifs excludes professionals, 
but allows the deputation of a relative, servant or dependant — so that 
for instance, a ffowJcar could send his gomashta, and a ryfit could send 
or bring with him a clever son or nephew, educated in a Government 
school. It may be true that where a ease, involving even a moder- 
ate amount_, is intricate, owing to mortgages or other exceptional 
circumstances, a competent pleader may be of much use both to the 
parties and the Court. On the other hand, it must be admitt^ that 
a pleader is a weapon at the command of the rich alone (one subordi- 
nate Judge even states that a pleader who often took ryoCs cases 
would lose his best customers) ; that in simple suits a pleader can often 
add nothing of value to what is in evidence, but only wastes time 
and introduces confusion ; and that the presence of pleaders pre-dis- 
poses some JudgesTo decide on what counsel put before them instead 
of going independently into the merits. Upon a balance of such 
considerations, the draft Bill follows the Madras law in excluding 
pleaders, but admitting non-professionals, in all cases before a village- 
munsif or conciliator. It also attempts to check the unnecessaiy 
employment of iJeaders in higher Courts, by excluding pleadem^ 
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fees from the costs awarded in cases l>efore a subordinate Judge not 
exceeding Rs. 100, uidoss the Court certifies that professional assis- 
tance was necessary to the proper conduct of the case. The appoint- 
ment of a pleader by Mre Co\irt in cases where the debtor needs 
counsel but. cannot obtain it, is also provided for. This has been 
suggested in several quarters, and seems reasonable. 

I must here venture to express my regret that a material simplifica- 
tion of the civil procedure with a view to saving delay and expense has 
not been found to be feasible. I see from official returns that in the 
Bombay Presidency in 1877, the average duration of uncontested 
suits was l;32 days, and of contested suits 272. It is no doubt true 
that the intricacy of a suit has no necessar>^ connection with the amount 
in issue, and that a mortgage for Rs. 50 may ])resent the same 
features as one for Rs. 5,000; and it may be argued with much show 
of reason that a Procedure Code should provide for all possible cir- 
cumstances, and be of general ajqdicaction. At the same time, 
looking to the fact that, out of about fourteen hundred thousand civil 
suits of all kinds disposed of annually by the Courts of all grades in 
British India, some twelve hundred thousand, or 85 per cent., are 
for sums under Rs. 100, and six hundred and thirty thousand, or 44 
per cent, for sums less than Rs. 20, I cannot but feel, and I think 
the people feel too, that our Civil Procedure Code, with its six 
hundred and fifty sections and all that they involve, is in minor cases 
a burden almost too heavy to be bqrne. I trust the day may come 
when not only Deccan ryots but all India will obtain some relief 
-in this respect. 

Having thus noticed the proposed reorganization of the Courts, 
I proceed to explain some important changes contemplated in the 
substantive law which they administer. These group themselves 
round two main heads-^the definition of a debtor's liability and the 
mode and extent of its enforcement. 

A court proceeding to determine the amount of a debtor's 
liability is met in limine (in our four districts at any rate) by 
the undeniable fact that, ae Me. Pedder expresses it, 'the passing 
of a bond by a native of India is often of no more value as proof 
of a diebt he thereby acknowledges than the confession by a man 
under torture of the crime he is charged with.' The Commission 
urge two points, — ^t^t the money-lenders have learned, through our 
■yitem, to usft and upon .bojnds almost exclusively, and that 
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their bonds are mostly no correct representation of actual transac- 
tions. In close connection with this difficuky about bonds is 
that of usurious and of eom]>ound interest-, w^hetdior only levied 
in the account, or also provided for in the bond. That the money- 
lenders do obtain bonds on false pretences ; enter in them sums 
larger than agreed upon j deduct extortionate premiums ; give no 
receipts for payments and then deny them ; credit produce at 
fraudulent prices ; retain liipiidated bonds and sue on them ; use 
threats and warrants of imprisonment to extort fresh bonds for sums 
not advanced ; charge interest unstipiilated for, over-calculated, 
or in contravention of Hindu law, and commit a score of other 
rogueries — these are facts proved by evidence so overwhelming 
that I scarcely know wliose to (piote out of the five volumes compo- 
sing the Report of the Commission. Hence arises the question 
whether, as the Secretary of State expresses it, 'the Courts should 
be obliged to enter into the merits of every money-dKwm, whether 
for principal or interest, as they deemed just, and should in no case 
give compound interest, or a larger amount of interest than the 
principal sum.’ 

The answer in the affirmative has been maintained, in 
various quarters of not inconsiderable authority, to be in accor- 
dance with sound general principles of equity. Siu Arthur Hobhousb," 
in a note on tin* execution-sale of land dated^,, April 28th, 
1874, when alluding to some remarks by 'a man like Sir John 
Strachby, who treats the subject with equal sobriety and ability,’ 
continues : — 

‘From my point of view, I say that, if what ho has Baid, or the major part of it, 
bo now tme, it can only be mot by a largo increase of correctional power over 
contracts to be vested in judicial tribunals and strengthened by a usury law. In 
our own country tlio Courts of Equity invented laws for the protection, not only of 
persons of weak character and immature age, but of expectant heirs, of rever- 
sioners — in fact, of all persons placed under temptation to make improvident 
bargains. When they came across the usury laws they made them subject to the 
more sweeping law created by themselves, and moulded them so as to produce 
fairly reasonable, though not very legal, reSKSts. They laid hold of mortgages under 
which the mortgagee became absolute owner if the debt were not paid by a certain 
day, and declared that the parties did not mean what they had said, but that, 
notwithstanding the absolute forfeiture, there remained an equity of redemption 
in the mortgagor. * • I do believe that sensible J udges, armed with a large 

power of moulding improvident bargains, and strei^fthened by a usury law in the 
back-ground, may administer more than a trifling palliative.’ 
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Sir George Wingate wrote thus iu 185*Z : — 

‘It remains to bo shown how it is that tlie creditor in oar Provinces has acquired 
a degree of power over his debtor which is wholly unknown in native States. This 
power, it is clear to me has been conferred by our laws, which enable the creditor to 
obtain a decree against a debtor for whatever may be written in his bond and 
enforcement of that decree by the attachment and sale of w'hatever property, 
movable or immovable, his debtor may possess or ac([uire. # # # q’he iirst 
remedy I have to suggest is as follows. * * The enactment of a law to permit 
the Court to decree iu nil cases, on equitable consiileration, whatever rate of interest 
it may deem proper, but that in no case shall tlie total amount of interest exceed 
the principal : and that the Court shall also in all cases be at liberty to fix the 
amount of the principal on equitable conaideratious with reference to the amount 
which it may consider to have been actually received by the debtor, and irrespective 
of the sum entered iu the bond or acknowledgment of the debt.’ 

Mil. Pedder says : — 

A bond should not bo considered Hutftcieut proof of a debt unless its antecedents 
will bear the light, and show that the consideration for which it was passed was a 
fair as well as an actual one. # # # # # # 

It ap])eara to me that some limitation of the rate of interest and some restriction 
on grossly unfair stipulations in contracts, as contrary to justice and public policy, 
are practicable and expedient.* 

From ‘ Tho Land and the Law/ a well-known pamphlet by the 
Hon’ble Mr. Justice West, of the Bombay High Court, I take 
the following excerpts : — 

‘If, on the one hand, therefore, the State must needs lend its aid to the creditor 
as an es8en‘’ial condition of material progress, it must, on the other hand, assign 
bounds and conditions to this aid, without which it will probably become an instru- 
ment of social and political mischief. Particular classes in England supposed to be 
specially subject to imposition or unfair usage,- as seamen and miners — are protected 
against disadvantageous bargains. The truth is recognised and acted on that there 
is no real equality, even of the ro.:ghest kind, between them and their employers. 
Still less can such an equality bo assumed with safety in a community split np into 
Sections, divided by the impassable barriers of caste and hereditary occupations. 
The extremes of astuteness and gullibility are thus fostered and brought into 
contact. ^ * At an earlier stage, borrowing at interest in England, as else* 

fvhere, was generally an appeal of helplessness to avarice. • ♦ * There are 
few who will deny that the India we have to deal with is much more like that 
earlier England than the England of today. In the case of all obligations for a princi- 
pal of not more than Rs. 600, the Courts should have full power to treat any 
interest in excess of nine per cent, as simply penal, and to cut it down to such rate 
as should, under the circumstances, seem just. • • • Compound interest should 
be disallowed, consistent as it is with sound commercial principles, in order to 
aiake it a disadvantage to creditors to leave obligations unsettled until the debtors 
am involved beyond redemption.’ 
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But upon this subject not only opinion but precedent are forth- 
coming. Of the manner in which our Government, a few years ago, 
deemed it necessary to protect the ryot we have a striking instance 
in a clause (still unrepealed) of the Bombay Regulation of 1827. It 
runs thus : — 

Clause 2.— And in the case of a cultivator of the soil sued upon n written 
acknowledgment executed at a place which was not at the time of such execution 
under IJritish jurisdiction, if the eircumatanoes are such as to convince the Court 
that the creditor might reasonably be expected to possess other }jroof of the amount 
besides such WTitton ackiiowledgiuoiit (the consideration received for the same being 
contested), then the said wTiting shall not bo held conclusive as to the amount, 
whether the defendant prove a dcliciency in the considenition or not, but the Court 
shall pass a decree for only such amount as the claimant may otherwise prove to be 
due. 

The law which preceded it, Regulation 1 of 1823, was even more 
explicit : 

Section 36 . — Whenever a cultivator of tho soil is sued upon an acknowledgment 
in writing executed by him before the territory, where it was executed, came into the 
possession of the British Government, it shall be competent for him to plead that he 
did not receive a full consideration for the same, whereupon tho plaintiff shall be 
required to prove his debt in the same manner as if no acknowledgment had been 
executed ; and such sum only as in tho circiimsiances of the case is just and equit- 
able shall be allowed in the decree. 

The wisdom of our early legislators in thus dealing with the facts 
around them was greater than their foresight, which led them to hope 
tliat with the planting of the British flag, and the establishment of 
^ a regular system for administering justice^ the causes would pass 
away by which ^cultivators were easily induced to grant written 
obligations for larger sums than were due.’ 

What the Bombay Government of Sm Richard Temple have from 
the first substantially advocated, and what we really need, is 
something approaching to a restoration of this early la\v, together 
with power to cut down unreasonable interest. The Court should 
set itself to do substantial justice in every case which came before 
it, instead of being satisfied with the letter of a bond, or the bald 
assertions of either party ; and it should, of its own motion, make 
such inejuiry as it found necessary io this end. On the one hand, 
a simple denial of consideration should not throw the burden of proof 
on the plaintiff, but, on the other, if the circumstances were such 
that he ought to have clear accounts and evidence, and he failed to pro- 
duce them voluntarily, or on the Court’s re<iuisition, the Court would 
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draw its owa conclusions against him accordingly. If he did not 
come into Court with clean hands, he would be entitled to little 
consideration. The Court should not go further in any case or against 
either side than sufficed to get at the truth of the matter, and to 
give an ec^uitable decision. There appears no reason to fear that 
such an exercise of its discretion by the Court would be either 
unfair to the creditor or demoralizing to the debtor. The objec- 
tions to usury-laws are well-known and so cogent that only speciar 
circumstances can justify special legislation. Even a maximum 
legal rate of interest, however, liail this advantage that, as Mk. Wesp 
says, it set up a standard, and gave fixity to men’s vague ideas of 
what might reasonably be asked for the use of money in those 
numerous cases in which the loan partook but slightly of the diame- 
ter of a true mercantile transaction.’’ Where the rate of interest is 
regulated by the ordinary laws of sujiply and demand, interierence is 
indefensible, unless, as in the case of interest after decree, the security 
be changed. But where, as Sir John Stracuky has said, ^tlie condi- 
tions dei>end more upon the degree of simplicity in the borrower, and 
of rapacity in the lender, than on anything else,^ no such respect 
need be paid to them — the less so that with Hindus we have the 
support of the law of dam-ilupat, and that the security will be greatly 
increased by the provisions for recovery to be mentioned shortly. 
It has been urged and with some truth, that there is nothing in the 
present law to prevent such enquiry and doing of substantial justice ; 
that certain rulings of the Bombay and other High Courts are sugges- 
tive of this course and support dam-duj)ai, and that tlio provisions 
of the Contract Act as to (indue influence are very wide. But, 
however this may be, the practice of the lower Courts is usually differ- 
ent, and there are good reasons to fear that, unless their duty in this 
respect be clearly expressed in the law, ignorance of rulings, press 
of work, indolence or a desire to get through cases rapidly, will, as 
hitherto, tend to prevent its performance. It may be pointed out 
finally, that Lord Cranbrook, besides confirming the sanction given by 
Lord Salisbury to the introduction of the Bombay dmftBill contain- 
ing provisions on the principle above referred to, appears to look with 
approval on ' extending the powers of Judges to modify the contracts 
entered into between man and man.' In accordance with this view, 
the first four sections of Chapter III have been fmmed, and will 
apply to all determination of the debts of agricnlturists which. 
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take place under the Act. The history and merits of disputed or 
doubtful cases will be enquired into, and all account will bo taken in 
a certain way if the Court con.sidcrs the agreement not fair and 
equitable. Whether these sections express intelligibly, or will secure 
effectively, the action n(*eded, seems doubtful ; but they can perhaps 
be im])roved in Select Committee. Regarding this s'^feguard and 
those of registmtion and accounts already explained, T should perhaps 
observe that any ingenious ' person can imagine methods by which 
debtor and creditor in collusion may evade them. But the same may 
be said of many other most beneficial enactments. We can only help 
those who will help themselves; and 1 believe a large proportion of 
our Deccan peasantry will take heart of grace J:o do so. 

A second imjiortant (piestion affecting the determination of the 
amount of the debtor’s liability is that of the period of limitation. 
The old law of Bombay (Regulation 5 of 1827, seetions 3 and 4) fixed 
twelve years in the case of debts supported by a bond, and six yt^ars 
in the case debts not so supported, as the periods within which civi 
suits for recovery must he brought respectively. By Act 14 ot 
1859 these periods were reduced to six and three years respectively 
with the further restriction that a debt supported by written con- 
tract was to come under the three years’ period, unless it wai 
registered. This is the presenV^'iw, Acts 9 of 1871, and 15 of ]87i 
having made no material change. There is an alirtost universa 
consensus of opinion that, as the Commission say, ' the rednctioi 
in the periods of limitation has been the cause of considerahh 
hardship to the debtor.’ Under the old law, the debtor wai 
rarely sued or called upon to renew the bond till near the exjiiratioi 
of the twelve years, and then he was, at most, sued under thi 
provision of dam-dupat for twice th^)rineipa] sum lent. But unde 
the law since 1859, the creditor is forced within every three year 
either to sue the debtor, or to obtain from him a fresh bond fo 
principal and any accumulated interest. In practice, he does so near! 
every two years, in order to make sure of not missing the perioi 
through any accident or default. To show the difference betweei 
J}he two laws : Rupees 100 at 9 per cent, become Rs. 208 in 12 years 
but if the bond be renewed triennially, the amount is raised b 
Rs. 260, At the higher rates which are but too . common the effeo 
is more startling. Rupees 100 at 25 per cent, become Rs. 400 ii 
twelve years ; but renewals ereiy two years produce a total o 
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Rs. ],139I That these results are actually enforced in practice 
is amply ])rove(l by the evidence taken by the Commission, from 
which Pkddkii (in an interestinjjj article in Tho Niiiciecvfh Oufury 
for September 1877) gives a few illustrations. In short, the debtor 
thus suffers the cost of writing and stamping a new bond ; is chdrged 
compound interest instead of simple ; often has to bear the expenses 
of a suit ; and, finally, is frequently obliged also to submit to a 
large nominal increase of the principal, as the price of the creditor's 
forbearing to sell him entirely up, or to have him arrested and 
imprisoned. It is perhaps unnecessary for me to quote numerous 
authorities at length to prove these general results. The collective 
opinion of the Commission has been stated. Mr. Auckland Colvin 
summarizes the evils, and favours a change. Mr. Saubhuprasad has 
treated the subject with much minuteness, and strongly urges 
the restoration of the old Bombay law. Revenue and Judicial 
Officers, both Native and European, take the same view in their 
letters to* the Commission. Mr. Pedder has been quotcfl already. 
Mil. Wkdderburn, in a report sjiecially called for by the Bombay 
Government, advocates a twelve and six years’ limit; and it 
has, I observe, been ado])ted as desirable at a public meeting of the 
inhabitants of Poona held not long ago. The Collector of Poona gave 
evidence to the same effect before the Famine Commission. 

The only plea which has, as far as I am aware, been advanced 
in favour of the three-years’ period is that, it obliges the making up 
of accounts at short intervals, thus enabling the ryot to know how 
be stands, and preventing his being deeply involved without his know- 
ledge. This objection had, undoubtedly, very considerable weight 
at the time it was made. Whether the benefit of a short account, 
thus secured by a three-yeai^ limitation, outweighed the e^dls of 
a new lx)nd, compound interest, &c., which it entailed, is a point 
upon which there may well be difference of opinion. But the whole 
aspect of the question seems to be changed by the provisions in 
Chapter 9 of the Bill regarding receipts and statements of account. 
Taken in connection ^ith section 17, which enables any agriculturist 
to sue for an account, and to get a declaration of the amount 
really due to him under all the new and searching provisions of the 
Act, it would appear that the object of shorts accounts will now be 
attained, and perhaps more efficiently than it ever could have 
been by the indirect expedient of a limitation-law, Under tbeie 
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circmnstanees, it is proposed to restore, by section 72, the old 
Bombay law. 

I now proceed to the second h^ad — the mode and extent of 
enforcement of equitably determined liability. In the execution of a 
decree by sale of movables, the necessary wearing ai)parel of the 
judgment-debtor and his. wife and children, his implements of 
husbandry, and such cattle as the Court may deem, necessary to enable 
him to earn his livelihood -as an agriculturist, are now protected by the 
amended Code of 1877 ; so it has not been thought necessary to go 
further. As to execution against the i)erson by arrest and imprison- 
ment, I rejoice to state that it is now considered expedient to 
abolish it altogether. Imprisonment will still be inflicted as a 
punishment for fraud detected on insolvency; but that is a totally 
different thing. The maintenance of imprisonment for debt, as 
found in the Indian law, is equally indefensible in princiifle and in 
practice. As to princijfle, the Deccan Riots Commission make 
clear that point, utilizing the opinions of John Stuaet Mill. Their 
ap^oendices teem with evidence in detail as to the extortion and 
wrong of which the warrant of arrest becomes in practice the engine. 
Unacknowledged payments, fresh bonds for sums unadvanced, life- 
long slavery, and even female dishonour may all be obtained — the first 
three constantly, by the mere production of the warrant of arrest 
without enforcement. They say, for instance, that • in 1874 *it 
would seem probable that somewhere about 1 50,000 warmnts had been 
used as threats only.’ The outcry against imprisonment from 
officers well qualified to judge of it has been uniform and persis- 
tent. Its abolition is unanimously recommended by the Deccan 
Riots Commission. Mr. Redder and Miss Nightingale have in The 
^iineteenih Century brought the evils it causes prominently before 
the British public. Sir Erskinb Perry gives its abolition his 
^unqualified approval’ in a note dated December Ist, 1877. Judicial 
officers and pleaders take the same view as the executive. Were it 
even defensible in theory, which we have seen that it is not, the 
abuses to which, in a country like Western India at least, it is 
proved to lead in practice, afford sufficient ground for its condemna- 
tion in the districts to which the Bill is to apply. The case has 
already been once laid, though less perfectly and authoritatively 
than at present, before the Governor General’s Council in the 
debates on the Civ0 Procedure Bill, The representations I then 
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made ha/1 the warm eoneiiiTence of Sir Edward Bayley and the 
learned Advocate General for Ben^l (Mr. Paul). The discussions in 
Select Committee as well as in Council showal that the objections to 
the measure related less to its principle than to the other arrange- 
ments, such as an effective insolvency-law and a speedy recovery of 
hona fide by which it ought to be accompanied. These the Select 
Committee and the. Council could not see their way to, owing to the . 
insufficiency of the judicial machinery in the mofassal ; and the 
matter may be held to have been deferred rather than negatived. 
But the present Bill ])rovides all these necessary accompaniments 
for the districts to which it is to apply. Imprisonment was, at 
best, a barbarous device to meet the case of a debtor^s concealing 
his property or refusing to give it up. l/nder the draft Bill, it 
will be cpiite unnecessary for these purj)oscs, and reserved for cases 
of flagrant fraud or dishonesty . in insolvents. In this altered 
position, 1 trust that no hesitation will now be felt by the Council 
in abolishing a system which has been proved to be grossly abused 
as an engine of extortion, and is in opposition to the legislation 
of the civilized world. 

The case of execution of a decree by sale of immovable 
property remains for notice. The problem of whether such sales 
should be enforced — one of the most difficult by which Indian 
administration is beset — is entirely the creation of British rule. 
Although the later Hindu law permitted the sale of land ^on proof 

necessity’ and Mahomadan law placed no bar to it whatever, the 
general feeling of the country against alienation of ancestral 
lands, coupled with the trifling value of the right of occupancy 
and the political objections to expropriation felt under a Native 
Government, to . which I have already alluded in my sketch of the 
system of Native States, appear to have co-operated to prevent 
sales to any noticeable extent. But under our judicial system 
^the sale of land registered in the collector’s book is’ (as observ- 
ed by Lord Stanley in a despatch of January 25th, 1859) Hhe most 
ready way of enforcing a judgment : it gives the least trouble to 
both the creditor and the Court, and holds out every inducement 
to both to resort to that mode pf satisfying the decree in pre- 
ference to any other, even in the most trifling cases.’ The Code 
provides, indeed, an alternative to sale of the nature, of an ele^, 
• or tamporary alienation, by allowing the land to be placed under the 
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laanagemeut of the collector for a term of yeai*s, not exceeding 
twenty, whenever there is reason to believe that the liability can 
be thereby cleared ofP. But the sections enacted in 1859 were not 
efficient for the purpose in view, and therefore little acted on. 
Those substituted in 1877 accidentally became almost unintelligible 
and we are now amending them. Practically, therefore, sale has 
hitherto stood in the Code unfettered. Tlie extent to which this 
judicial system has been allowed to })Iay varies remarkably in 
different, parts of India. In Lower Bengal a zamindari and certain 
suboitlinate tenures are freely saleable, but the tenure of an 
oecupaney-ryot is not ; and the local legislature are just now 
considering Avhether transfer shall be allowed, provided the 
purchaser be a brothcr-ryot and not a money-lender. Saleability 
in execution will, of course, follow iiower to tmnsfer. In the 
Punjab, hereditary or joint-acquired land cannot be sold in execution 
without the sanction of the Chief Court, or other land without 
that of the Commissioner. In the Central Provinces and Oudh 
ancestral i>ropcrty con not be so sold without the sanction of the 
Chief Commissioner, or self-acquired proiierty without that of the 
Commissioner. In Ajmer all sale is absolutely prohibited, lu the 
N.-\V, Provinces, Madras and Bombay sales are unrestricted. The 
lx>sition of the question as I have just described it is generally 
admitted to be unsati‘>l‘actory. In a correspondence originated by the 
despatch of Loud Staxi^ey already quoted, carried on through the last 
twenty years, and now here embodied in some four hundred pages of 
print, the question of a remedy has been discussed by the most able 
administrators throughout India. The alternatives of making land 
by law absolutely unsaleable for debt ; of enabling proprietors to make 
it so by voluntary trusts or entails; of limiting sale (as in some 
native states) to any surplus unnecessary for the subsistence of 
the proprietor and his family; of replacing sale in execution by 
usufructuary mortgages for the debtor’s life, or a maximum term of 
years; of restricting sales to specifically pledged land; and of 
confining the power of sale to the Chief Court of a' district — all 
these have found powerful and zealous advocates. lu favour of 
restriction generally, it is urged that to a community whom a variety of 
circumstances combine to constrain or tempt inb^ (iebt, the addition of 
the land to the security they can offer is no advantage whatever, but 
the reverse. It merely amounts to a permission to live on capital, inst^^ 
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of living on income, anticipated perhaps, but still only income. The 
process of living on capital is but a short one, all the world over. 
Abolish the whole land-revenue to-morrow, and the process would 
meiely be somewhat prolonged. The inevitable end must come at 
last, but its concomitants of eviction and ])enury will, where the evil is 
wide-spread, lead to large charitable relief in famine — peihaps 
eventually to a ])oor law, and are also, in parts of India at least, 
politically dangerous. But the conclusion of this Council when 
passing the Civil Procedure Code, as explained most fully by Siii 
Arthur IIobiioise in a remarkable s])eech on March 2Sth, 1877 , was 
that, though special measures might be admissible in ])artieular 
localities, the plan of tempomry alienation through the Collector for 
a teim of years, whenever the property would be ultimately saved 
thereby, being in accordance with the ])ast course of legislation 
regarding land in kjiigland, and not inequitable, deserved a fair* trial j 
and that, before going further, an attempt should be made to give 
life to the intentions of the legislators of 1859 , which have to a great 
extent failed of effect. 

My object in this statement of the position of the land question, 
which 1 fear may be deemed a digression, is to account for the absence 
in the Bill of any attempt at a final comprehensive settlement of it, 
and at the same time to show the connection and admissibility of the 
two limited measures which are proposed. Section US exempts the 
land of agriculturists from attachment and sale unless it has be 2 U 
specifically pledged. The equity of thus restricting a creditor’s 
•security has able champions in the general corres2)ondence already 
referred to. But in Bombay the question is mainly one of fact, 
whether the existing debt can be held to have been, on the whole, 
contracted in view of the security of unpledged land. Keeping in 
mind the large proportion of such debt which the Commission found 
to be ancestral, the recent date (1865) of the legalization of transfers 
of occupancy, the known reluctance of the ryots to pledge their 
land, and other considerations, the first local authonties have decided 
that it cannot. I must confess to some misgivings as to how the 
exemption may work in practice. The money-lender may everywhere 
make the execution of a bond, laying on the land all his existing 
unsecured advances, an indispensable Condition of further accommoda- 
tiork At tie same titu^^ exemption rests as to the past upon a 
'pferfeotly intelligible and reasonable basis, while as to the futufoi, tie 
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proposed village-registration will at least ensure that every ryot 
when he pledges his land sliall understand what he is doing, and 
insolvency will oiX!U to him a loophole of escape when unreasonably 
pressed by an extortionate creditor, if he prefers that alternative. 
The second measure, also contained in section 23, is the grant of power 
to the Court, when passing a decree or subsequently, to direct the Col- 
lector to pay off the amount by managing, for not more than seven 
years, any land not s})ccifically ])ledgcd, after deducting a modicum 
sutHeient fo’’ the support of the debtor and those of his family depend- 
ent on him. This course, which is only a new ai)i)lication of the 
principle of tempoiary alienation, will add greatly to the creilitor’s 
security, while diminishing the worry and cxi)cnsc to both himself 
and tlic debtor; but 1 reserve further exposition for the Insolvency 
chapter, where analogous provisions occur. 

Wliilc thus contemplating the continued recovery of debts from 
movabk's and land, however, j)olicy no less tlian justice demands 
tjiat the last refuge of an effective insolveiicy-law should be pro- 
vided for the debtor. Such a law in really the bottom of the whole 
matter. Com])are(l with what we mean to compel a man to the 
question of what we shall hold him to owe sinks into insignificance. 
The need for it has been generally admitted for a long series of years, 
and has led to various legislative effoiis and measures. Siii Geoegb 
WiNdATE in 1852 advocated strongly Uhe enactment of a simple and 
equitable insolvent-law to enable a debtor hopelessly involved to free 
himself from all his liabilities within a limited period’; and, so recently 
as December 23rd, 1877, be wrote thus: ^Of all the remedies 
proposed, 1 estimate the Insolvency Act as of the highest importance, 
and as likely to prove the most efficacious.’ Siii Baiitle Fueke in 1853, 
when Commissioner in Sindh, issued Rules which worked well, but 
were superseded in 1861 by the Code of Civil Procedure. Mu, 
William Fkeue, Member of Council at Bombay, introduced into 
the Legislative Council there in 1863 a Bill based on tliese Rules and 
the Insolvent Act of the Presidency town (11 & 12 Vic., cap. 21), but 
applicable to the whole Presidency, It was carefully matured ia 
Select Committee, but was eventually withdrawn in 1867 for a variety 
of reasons, of which the expediency of awaiting the result of cou-^ 
templated legislation in Fhigland was one of the chief. Sin Jjjssss 
Stephen in 1870 introduced into the L^slative Council of the 
Governor Geoeral an Insolvenoy Bill applicable to ail India. Itvmi 
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taken almost end'roly from the En^jlisli Jknkrn],tcy Act of 1869; 
and on circulation to the J,ocal (Jovcruments was Kcnemlly held to be 
too comjilicatcd ami imsiiitcd to tlio circumstances of tlie Indian 
mofassal. In IS72 Mii. (now the Ilos’m.n Ji .stick) \Vi,sr, .]„,loo of 
theSadarCourt in Sindl),i.ro,K)s,Hla Mill will, tlic essential fWtureH 
of the oiT;-mal rules of that Provinee; hut the inafter was not 
proceeded with. 'I'he measure generally is also a.lvoeated in his 
well-known jianijihlet, ‘ The Jjand and the Law.’ In I8;2, also, the 
Punjab made a material sle|, in advance in the Laws .\et then 
passed. 


Ujion the acknowledgwl harshness of the Indian law of Insolvency 
as it stood up to 1877, ] neeil not enlarge. The new (’ode of that 
year, together with the amending Pill, which will, 1 hoj,e, be passeil 
at our ne.vt sitting, have so far relaxisl it, that a debtor arrested 
or imprisoned, or whose projierty has been attached, may, by applica- 
tion, obtain a general incpiiry into his affairs, a declaration of 
insolvency, and a release, if in jail (with immunity from subserjuent 
arrest for the scheduled debts) on homi JUle .surrender of all his 
property. A jndgment-creilitor also may apply for such declara- 
tion. A final discharge may also be granteil by the Court at its 
discretion where the debts do not exceeil Rs. 200, and is in any case 
acquired on iiaymeiit of one-third of the scheduled debts, if the 
assets do not produce more, or after the lapse of twelve years. The 
law is still, however, most defective. Application may not be 
made by a debtor until process has issued against him ; arrest is 
retained, and imprisonment, though for a shorter period ; all proiierty, 
except the movables exempt from sale in execution, must be 
surrendered ; the debtor may be summarily imprisoned for a year, 
‘at the instance of any creditor,’ for concealment or batl faith, while 
no such penalty awaits the creditor; and, in some cases the debtor’s 
future eai-nings will be unreasonably bui-dened, while in others the 
creditor will not get what might fairly be recovered for him. Finally, 
the whole becomes a farce through the restriction that the Court may 
not grant a declaration unless it ‘ is satisfied’ that the delator ‘has 
not, knowing himself to be unable to pay his debts in full, recklessly 
wntracted debts,’ as if persons able to pay in full were the usual 
jostomere of the money-lender, 

, , The fact is that insolvency-Jaw for the Indian mofassal made an 
Utdgether ^Ise start. In England fraud by the debtor is the chief 
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danj>er, and even the legislation of 1869 has failed through his 
ingenuity; in India fraud by the creditor has almost solely to be 
guarded against. In England insolvency is presumably a man’s 
fault; in India it is presumably only his misfortune. In England 
embarrassment oi-dinarily arises from gross extravagance or reckless 
trading; in India one or more bad seasons, the loss of a bullock 

or two, or the religious necessity of marrying a child, are 

its most frec|nent origin; extortion and fraud by cicditois help 
its onward ('ourso. Yet in England insolvency has hitherto 

been treated more leniently than in India. Misfortune lias here been 

made a crime, for wliieli even life-lcng slavery might not alone. 
Surely, we must divest ourselves of much confusion of ideas. Whether 
a man is insolvent or not is a mere question of faet, quite uncon- 
nected with tlio enquiry liow he came to be so. How much he can 
repaj", witlumt being made a useless or dangerous member of society, 
is a mere matter of calculation, into which the moral aspects of his past 
conduct cannot enter. To such enquiries, ideas of rcvei ge and punish- 
ment arc altogether irrelevent. Imprisonment is only appropriate 
for concealment, contumacy and other foims of fraud. To declare 
an agricultunst insoHent when he is so; to set a reasonable time 
before him during which he sliall work himself free and reserv'e the 
means therefor ; and eventnally to start him aficsh vith tl:e lesson 
of experience, seem more sensible than to lock him ^rp for a time 
while his family are starving, and then turn him adrift a beggar. To 
the creditor certainly the former course will be the more profitable, as 
also to society. 

In accordance with these principles, the Bill, in the first place, 
provides (section 20) for the numberless petty cases in which the 
means of the debtor, the claims against him, and his partial or total 
inability to satisfy them, come before the Court in the course of the 
suit or application for execution. W^here this is so, it is far shorter, 
simpler and less troubl<‘8ome to all parties to empower the Coini; at 
,once to settle the matter than to let it go on through the perfectly 
useless, but costly and vexatious forms of taking out execution, and 
applying for declaration of insolvency. Where the case is quite 
simple, the Court will, therefore, release the debtor from any balance 
w'hich it is satisfied he cannot pay. When there are several creditors 
or other complications, and the amount exceeds Re. 50, it may at 
once direct the taking of insolvency proceedings. Again, where sneii 
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proceedings are instituted, either so or on the application of either 
debtor or creditor, ascertained insolvency will be at once admitted, 
and the Court will proceed to turn the available assets to the best 
advantage. To avoid the frequently ruinous Toss through selling 
movables by auction, the Court may hand over articles at a valua- 
tion made by assessors. As to itrmovable prepeity, any portion 
specifically pledged for a scheduled debt may be let rent-free for a 
premium for a term not exceeding twenty years, instead of being 
sold if the debt can thereby be cleared off. Portions un])ledged may 
be handed over for a term not exceeding seven years to the Collector, 
who will assign to the insolvent snflicient to maintain himself and 
those of his family de])enden-t on him, and lease the remainder for the 
benefit of the creditors. In practice, the lessee w’ill probnldy some- 
times be a creditor, but more often the insolvent liimself under due 
security. If the debts cannot be fully paid eff by these measures, the 
insolvent will be discharged from the balance. The ] rcprsal which 
has been made that the fixed period should bo subject to the life of 
the insolvent has been rejected as too unfavourable to the creditor. 
Tbe limit of seven years has been fixed after careful consideration 
of tbe various proposals relating to temporary alienation contained 
in the land-sale correspondence already spoken of. If a man’s debts 
are so heavy that he cannot clear them off in this time, it is 
better that he should get a discharge for the balance, than that he 
^ should drag on as a slave wu'thout hope of fretdem or stimnlus to 
lexertion. 

Reviewing the Bill broadly, it may fairly be said to secure, to 
an extent not hitlierto attempted, (1) precautions against fraud by 
either debtor or creditor in their original transactions wu'th each other; 
(2) interposition of friendly conciliation between disputants, previous 
to litigation ; (3) approximation of the Courts to the homes of the 
^people; (4) some small simplification of procedure and diminution 
of the expense and technicalities arising from legal practitioners; 
(5) equitable jurisdiction to reduce all exorbitant, fictitious and 
fraudulent ejaims ; (6) finality of judicial decisions, subject to ade- 
quate safe-guard; (7) prompt and unfailing enforcement, through 
the collector when necessary, of all adjudicated claims of reasonable 
amount ; (8) discharge of the debtor from such claims, or balance of 
them, as, after all reasonable enforcement for a long period, could not 
he fully realized except by *deTnoTalization or hfe4ong bondage. 
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Such a result, while falling not short, in favour of either debtor 
or creditor, of what is fairly commensurate Avith the nature of the 
case, the analogy of law in other countries, the rules of pecuniary 
need and suj^ply, and the strictest equity, goes no farther in reform 
than the political necessity of a prompt and effective remedy for the 
social disorders of the Deccan appears imperatively to demand. 

Tf I am asked whatT I think will probably be the efft^cts of the 
measure, and how far T expect it to be successful, I must reply that, 
although T cannot undertake to answer for all the detailed provisions 
of a Bill which is the outcome of revision at more hands and autho- 
rities than one, T think that it cannot but be most beneficial, and that 
it will to a great extent meet the needs of the Deccan, provided 
it be supplemented by executive action in the directions already indi- 
cated. Of course, no one expects from it the abolition of indebted- 
ness for all time. ^I'he ryots are hlepressed and cruslied by a variety 
of concurrent causes.’ With only one class of these, though, perhaps 
the largest, does the Bill profess to deal, but in a way which may 
reasonably be rewarded with success. At least, it gives effective help 
to every ryot who is disposed to help himself. The reorganization 
of the Courts is favourable to all parties. The relations of debtor and 
creditor are adjusted on fundamental principles, equitable as between 
the two, and essential to the cohesion of society. A man should pay 
what he really owes, and no more ; but bis creditor should not be 
allowed to use the State for the purpose of beggaring and enslaving 
him. On the other hand, we cannot justly and reasonably legislate 
for the summary relief of the debtor from unjust and extortionate 
claims, unless we also give to the creditor full and effective aid in 
obtaining all that is fairly due to him, and reasonably recoverable. 
A creditor’s difficulties when he has got his decree should be reduced 
to a minimum. If we make the decree a just one, it should be effect- 
ively enforceable. Without ample provision on this principle, the 
destruction of the ryot’s credit or his bondage to secret and extor- 
tionate agreements must ensue, and all our well-intentioned interfer- 
ence will do harm instead of good. With such provision, the measure 
will not injure the ryot’s legitimate credit, but improve it. Against 
all prognostications to the contrary, I set the actual facts observable 
in native states. The ryots there get all the credit that is good 
for them. I have no faith in the virtues of unlimited Tick’. Borrow- 
ing and lending with a View to securing permanent enslavement will 
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no doubt be checked ; and so much the better. Bona fide debts should 
be more easily recovered, and more reasonable interest u^ould thus be 
profitable.. Finally, a legitimate mode, more practicable than any 
yet suggested, will be provided for gradually clearing off the mass of 
existing debt which now weighs upon the people and stops all im- 
provement, while the great institution of a peasant-proprietary, which 
is at once essentially Indian and considered in Europe the best form 
of tenure for a free people, will not be destroyed. 



[^EMracts from- ike Proceedings of ilui Gooernor-General^s Council ^ 
dated the 24tk October^ 1&79.^ 

Deccan Agiiicultuhists' Relief Bill. 

Sir T. Hope said : — 

Considerable criticism has been directed against section 5i2, 
which exempts land from attachment and sale in execution of decrees, 
unless it has been specifically pledged. In my introductory speech 
I sketched the position of the land-sale question, and explained the 
reason for the absence from the Bill of any attempt at a final com- 
prehensive settlement of it, and for considering the restriction of sale 
to specifically pledged land to be equitable. In the decision of the 
question I had taken no part, as this restriction had been proiX)sed 
by the Bombay Government, and accepted by the Government of 
India and the Secretary of State, before my connection with the Bill 
commenced. I ventured, however, to express my views as follows : — 

1 must confess to some mis^vings as to how the exemption may work in practice. 
The money-lender may everywhere make the execution of a bond, laying on the land 
all his existing unsecured advances, an indi8|)ensable condition of further accom- 
modation. At the same time, the exemption rests as to the past upon a perfectly 
intelligible and reasonable basis, while as to the future the proposed village registra- 
tion will at least ensure that every ryot when he pledges his land shall understand 
what he is doing, and insolvency will open to him a loophole of escape when 
unreasonably pressed by an extortionate creditor, if he prefers that alternative. 

My doubts have now been more than echoed by Mr. J usticb 
Maxwell Melvill and Mr. J ustice West, the former of whom predicts 
that loans excepting on mortage, will soon be unknown ; while the 
latter, concurring in this, adds that the mortgagee will, by the opera* 
tion of the Bill, be driven on to become a purchaser, and the ryot 
will have no alternative but acquiesce in sale. Here I would only observe 
that the most demonstrably correct economic calculations are liable 
to be defeated by moral and sentimental causes, and that it by no 
means follows that mankind will do what logically they ought to do. 
It may be , that the affection which the ryot bears to his land will 
lead him to defeat his creditor by insolvency ; that the competition 
amongst money-lenders, which the Deccan Riots Commission report, 
will check the exaction of landed security ; and, best of all, that 
the difficulties of borrowing will tend to keep the lyot's, trail* 
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sactions within his means. The issue can only be known upon ex- 
periment. Hut it seems clear that the course which has been adopted 
was the best under the circumstances, solution of the land-sale 
question generally admitted to be satisfactory is forthcoming. Mr. 
JusTK'K MiiLVirji candidly admits that he lias not got one to produce; 
the reservation to the ryot by ' a kind and impartial authority^ of 
the ‘ minimum of land’ requisite for * a decent subsistence/ which M;i. 
Justice West advocates has been severely criticized, directly and in- 
directly, by very com])etent authorities. To have postponed relief 
to the Deccan till this question was settled for all India would 
have been little less than criminal ; to have made no attem])t to check 
the rapid alienation of ryots’ lands, by a method equitable in it;self 
and offering the chance of even a limited success, would have been 
neglectful. At the same time, it is also clear that the land-sale question 
cannot be put off much longer ; and I earnestly hope that \xhat has 
been written, said and done upon this Bill may accelerate its solution. 

1 must now notice the important subject of management by 
the collector, provided by clause 2 of section 22, and by section 29. 
In my introductoiy speech I said that — ‘ compared with what we 
mean to compel a man to j?ay, the question of what we shall hold 
to o/re sinks into insigniticance’ ; and, again, that * we cannot justly 
and leasonably legislate for the summary relief of the debtor from 
unjust and extortionate claims, unless wo also give to the creditor 
full and effective aid in obtaining all that is fairly due to him and 
reasonably recoverable. A creditor’s difficulties when he has got his 
decree should be reduced to a minimum. If we make the decree a just 
one, it should be effectively enforceable. Without ample provision on 
this principle, the destruction of the ryot’s credit or his' bondage to secret 
and extortionate agreement^^ must ensue, and all our well-intentioned 
interference will do harm instead of good. With such provision, 
the measure will not injure the ryot’s credit, but improve it’. 

In short, I look upon this provision as the keystone or 
test-point of the Bill. If it works well, the ryot’s credit will 
be secured on a satisfactory basis; if othei’wise, hife borrowing, 
even for reasonable puiqwses, within the limits of his true means 
will become most difficult, while the alternatives of absolute 
non-transfembility of land, or eviction and a poor-law, will 
gtare us in the face, I note, on the one hand, that the Poona 
Sabha, Mr, Moore and Mr. Naylor doubt the collector’s power to 
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manage vast numbers of small holdings, while tlie Commissioner and 
the other two Collectors consulted express no misgivings on the 
subject. I myself consider that there need be no fear of failure, 
provided it be, from the first, recognized that the duty is important 
and difficult, not to be performed by mere i)erfunctory orders, 
passed on from the Court to the hdkarnl tlirough an intervening 
cliain of little-heeding functionaries. Success will, I anticipate, 
lie most fre([uently in a pretty close adherence to the system in 
native states, and to the provisions for security and recovery 
still extant in our law, though of late \'ears little resorted to. 
If the ryot be retained as cultivator wherever possible, — if a 
reasonable rack-rent be imposed, personal security exacted, precau- 
tions taken against making away with the crop, aid given when want- 
ed in securing a fair ])riee, and payment re([uired at the time 
means are forthcoming, I see no reason why satisfactory results 
should not be atti^iucd. But careful supervision by assistant or 
deputy collectors and mamlaMan will be indispensable ; and possibly 
the appointment of a special officer for a few months to start the 
system in the four districts might be advantageous. These, how- 
ever, are details, which will, I doubt not, receive full attention 
from the Local Government. * * * 

A consideration of the chapter on Insolvency, together 
with the sections about going behind the bond, suggests the interest- 
ing question as to whether their combined effect may not be to 
destroy credit, put a stop to money-lending, render the revenue 
irrecoverable and bring the country to a deadlock. On this point 
Mit. Justice Maxwell Melvill, who, I ho])e I may say without 
offence, has treated the problem forced upon us with equal moderation 
and statesmanship, makes the following remarks : — 

1 prosume that tho Govornment is satisfied that tlie effect of the measure will 
not be to destroy the ryot’s credit altogether, or to induce tho money-lenders to 
close their shops. If this should not be the result, but if, on tho contrary, it should 
turn out that after the agriculturists have been relieved of tlioir existing debts on the 
easiest possible terms tho money-lender will go on lending, not on his own terms but 
on such terms as may, in the uncertain future, be deemed reasonable by the Judge 
for the tinpie being, it would indeed be a consummation devoutly to be wished. 
Eegard being had (to use tho phraseology of tho Evidence Act) to tho oommon 
course of natural events, human conduct and public and private business, I should 
be inclined to fear that such happy results as I have last contemplated are not likely 
to ensue ; but it must be admitted that Natives often disap|K)int our most roasonablo 
expectations, and that tho consequences of such a measure os that which is proposed 
can only be determined b^fexperiment. 
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What Mr. Melvill himself anticipates is tolerably evident j 
though he qualifies any conclusion very much in the way I myself 
have done when speaking of the possible effects of the restriction 
on the sale of uu[)letlged land. But, perhaps, I ought to offer some 
explanation of the grounds on which, subject always to the sj*me 
qualification, the Government may be held to be justified in antici- 
pating that the dire results just alluded to may not come to pass, 
and, consequently, in persevering in the measure before us. It is 
a truism that a thing is worth what it will fetch, and per coufnif 
that in the long run, temporary disturbing causes apart, a thing 
will always fptch what it is intriusicilly worth. Now, the Bill 
does nothing to diminish the intrinsic* value of land, but rather 
the reverse. The value of land depends, at bottom, on the net 
produce, or surplus after three deductions, for the cost of cultiva- 
tion, the subsistence of the peasant and his family, and the 
Government demand.* Laud is worth as many years’ purchase of 
this net produce as correspond with the current rate of interest. And 
this rate of interest ultimately depends upon the facility of recovery. 
Now our Bill does not alter the Government demand, or, consequently, 
the net produce, but it increases the facility of recovery. It must, 
therefore, increase the ryot’s sonni credit, instead of diminish- 
ing it. I will make my meaning clear by illustration. Suppose a 
ryot’s holding yielding gross pix)duce worth Rs. 100, of which 
Rs. 50 go for the three deductions I have just named, leaving Rs. 50 
as net produce or margin on which the ryot may borrow. In view 
the provision in the Bill for seven years’ management of 
unpledged lands, the money-lender w^ould be justified in lending on a 
money bond Rs. 180 if the rate be 20 per cent., Rs. £28 if it be 
12 per cent., and Rs. £52 if it be only 9 per cent. Which of these 
rates he will adopt, or whether be must exact a higher rate still, 
obviously depends on his chances of getting paid. But these chances 
are greatly improved by the Bill ; for the ryot will strive to pay 
"punctually rather than come under the management of the collector, 
and the collector’s management (if efficient, as it must be marie) will 
, make loss more improbable still. .Notwithstanding all fair allowance 

• I of course ignore such extraneous value as the land may now possess 
through the means a hold on it now gives the creditor of commanding 
,ih© labour of the debtor and bis family and other illicit advantages, 
B»cei BapoH, po^e 60,) 
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for risks, lower rates will thus prove as remimei’ative as the pretsent 
high ones. For a loan on mortgage, the principle of calculation and 
the advantage are the same as for a loan on personal bond ; but in the 
end there is this difference, that in the latter case, if the sowJcar lends 

beyond the limits, he will lose his money, while in the former, if the 

ryot borrows beyond them, he will loss his land. 

All this, it may be said, is \ ery well in theory, but in practice 
the conditions of advances depend far more upon ' the degree of 
simplicity in the borrower and of mpacity in the lender than on any- 
thing else^; and to this existing uncertainty you have added the 
fresh one as to what rate of interest each individual Judge will think 

reasonable. I reply that the former uncertainty’ will be diminished by 

the Bill ; and that the second will prove more imaginary than real. 
There will be far less temptation to extortionate bargains and frauds, 
and far more risk in them, now that the whole history and merits of 
the case are to be laid bare in court. And the provisions for manage- 
ment and recovery by the collector, standing behind all agreements, 
will reduce the factor of uncertainty in credit which arises from in- 
dividual character, and will assist the courts in gi*adua]ly establishing 
rates of interest varying within but a moderate range. Their decrees 
will thus in time afford the advantage, without the well-known evils, 
of usury -laws, of which Mu. Justice West has well observed in his 
pamphlet on * The Land and the Law,’ that ‘ they set-up a standard, ‘ 
and gave fixity to men’s vague ideas of what might reasonably be 
asked for the use of money in those numerous cases in which the 
loan partook but slightly of the character of a true mercantile tran- 
saction.’ 

While thus contending that the Government are justified in 
believing that the ultimate effects of the Bill will prove beneficial, 

I do not conceal from myself for a moment that a trying time of 
transition must intervene before all parties have understood and 
settled down to their new relations. It is to be fully expected that 
difficulties between debtor and creditor will arise in many individual 
cases, and even in villages or taluqn generally, and that their 
effects may appear in the recovery of the land-revenue. But if 
judicial and revenue officers alike strive to remove misconceptions and 
fears ; if the former are even-handed and temperate in their jndg* “ 
mente, and the latter efiicient in their management of attaolied ^ 
knd; and if, I venf-^re to add, the revenue demand can be so tim^ \ 
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and adjusted as not fo drive the ryot to the moJcar, even temporarfly, 
in order to meet it-— then 1 believe that all trouble will be soon and 
safely tided over. That the will permanently cease to lend, 

there need be no fear whatever. The ryot is just as likelv to cease 
to cultivate. Thor\ot is as necessary to the soivknr, who can only 
employ his ca[>ilal in a»Ticultural dealings and bankin^^, as the 
mvhu' is to him. The pair will not sit down and starve tooether, 
with a bao’ of money between them ! 

Another laroe (piestion, which J cannot ])ass over without remark, 
is that of the novel provisions for village munsifs and conciliators. 
It has two branches — the. one relating to their panonnel^ and 
the other to their functions. I will tirst speak of the penonmd 
available for each oflico. As to village munsifs, it will have 
been gathered from what 1 said in my introductory s])eech that 
I did not exi)ect that more than a patel here and there would be 
found qualified to be a village munsif. If the suggestion which I 
put forsvard in 1803, in 1807, and again in 1871, that after a 
reasonably distant future date no ])erson should be aj)pointcd 
who had not received a suitable education, had been adojded, the 
class would now have stood higher in education and intelligence 
than they do. But a knowledge of reading and writing is not, after 
all, indispensable to successful disposal of petty suits, though 
absence of interest is so; and this is just what will be in paieU 
so rare. Now, however, that the restriction of village munsif ships 
to patch has been removed and the proposal in the Bombay draft 
assented to, any person of local influence will be eligible, and the 
field of selection will be advantageously enlarged. Virtually, it 
will become nearly the same as that from which conciliators are to 
be drawn. As to whether competent persons can be found for the 
two offices, especially the latter, I observe some striking differ- 
ences of opinion. On the one hand, the Poona Sarvajanik Sabha, 
"Me. Byramji in his clear and representative memorial, and 

a portion of the native press appear to have no misgivings. On 
the' other > hand, the Collectors of Sholapur and Sataia'seem to be 
pretty much of the opinion of the Commissioner (Mr. E. P. Robert- 
son) that too much power will be thrown into the hands of a class 
quit't incapable of exercising impartiality, or of resisting local or 
personal influence and acting independently and uprightly.’ One 

the principal native new^pers, too, the Prakmk, which 
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nas proauced several very able articles on the Bill, thinks that, 
though the experiment may well be tried, the difficulties in the way 
of obtaining proper Conciliators are insuperable. Finally Mu. J ustice 
West appears almost to question whether half-a-dozen men of inte- 
grity and intelligence can be found for Conciliators in the whole 
Deccan tract. Such an oiunion, even if not meant to be taken 
literally, cannot but arrest our serious attention, coming, as it does, 
fipm one who is not only a Judge of the High Court but Vice- 
Chancellor of the Bombay University. I do not ignore the pro- 
bability that men qualified in all respects will not be easily met 
with ; but I must confess scepticism as to a population of even 
three millions and a half (which the four districts comprise) being 
in a condition verging on that of Sodom and Gomorrah. If it be 
so, notwithstanding all our education, civilization and vaunted pro- 
gress^ then the inference seems difficult to resist, that our measures 
for the advancement of Natives to higher positions in the public 
service are premature. If the population, as a whole, are thus tainted, 
can our Subordinate Judges, our Deputy Collectors and our Mam- 
latdars be utterly different from their caste-fellows and kinsfolk ? 
Without pursuing this interesting dilemma, I will only say that, 
having spent a large share of my time in the Mofassil, and having 
always mixed freely and canfidentially with the people of all classes, 
I should have no difficulty in finding a sufficiency of competent 
men in the districts with which I am best acquainted. It is now 
for those who think similarly to bestir themselves, lest the Native 
community lose the honourable and beneficent sphere which the 
legislature lays open for them, and to make good their opinions by 
presenting suitable persons to the notice of the authorities. And 
it is for the latter to strive without prejudice to give the experiment 
a fair trial, remembering that a knowledge of law is unnecessary, 
and even reading and writing are not indispensable to a successful 
discharge of the functions in question, in which the layman of age, 
influence, shrewdness and good temper may easily surpass the highly- 
trained judge. After all, if a competent Conciliator cannot bo found 
for any particular local area, no one will be appointed, and the require- 
ment of conciliation before suit will not apply there. 

Turning from penomel to functions, I observe considerable 
confusion and misapprehension of those of Conciliators. A Con- 
ciliator is neither an ^arbitrator nor a judge, either in our Bill or in 
24 ^ 
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Prance, whence the institution is derived. He is simply a 3is- 
interested third party, who is charged to endeavour to bring disputants 
to an amicable settlement. It so happens that in France the Con- 
cilators are Jitges de Paixy and so have a jurisdiction to try the more 
petty of the cases (within, say, rupees 50) in which it is their duty 
to conciliate. But the} conciliate in all the superior cases which 
they have no power to try. The functions of conciliating and try- 
ing are distinct, and have no necessary connexion with ^ach other. 
'Appoint our Village Munsifs or Subordinate Judges to be Conciliators 
(there is nothing in the Bill to prevent tliis), and they wiil be the 
exact counterparts of the dfi Paix, except in one parti- 

cular, to which I will presently allude. Some authorities, including 
Mb. Justice Green of the Bombay High Court, think that they ought 
to be so appointed. But others, and especially the Local Government, 
consider that judicial functions might impart to their recoranaenda- 
ions a weight amounting to undue pressure, which parties, and 
specially the ignorant r^ot, might be unable to resist. The one 
mrticular of difference from Pif/es de Paix to which I referred is 
ihe absence of power to compel attendance. Considering the doubt 
whether competent Conciliators can even be found at all, the Bill 
‘ollows the opinion of the Bombay Government, thus expressed in 
Sib Eichard Temple's Minute of April 14th, 1879 : — 

Though he (the Conciliator) would not have the power of deciding, or enforcing 
tis decision if ho formed one, stiJl he would, by compelling attendance, be able, if 
0 disposed, to put great pressure on the to admit or to compromise the claim. 
Inch power of applying pressure by an educated man of position upon an uneducated 
,iid humble man on a claim preferred by a man generally of some education and 
roalth is a power that ought not to be conferred upon Honoeaky Conciliation 
iUDGES in the present state of society in the Deccan.’ 

I myself doubt whether the want of this power will affect the 
\tattis of Conciliators, as some apprehend. If they can settle disputes 
equitably, the people, debtors as well as creditors, will readily resort 
to them. But here, as in the case of giving powers of conciliation to 
Judges, the Bill presents no obstacle to a change hereafter. The Local 
Government can, under section 37, give power to compel, attendance 
whenever they think fit. 

In connection with Chapter VII, some exception has been taken 
to the cost of the extra Subordinate Judges- Courts to be constituted, 
and of the supervising officers. The object of bringing the Courts 
neiuer to the homes of the people might, it is^said, be as well, or even 
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better, attained by making the Court® move about. The existing 
Judges, it is added, have not got too much to do as it is ; and the new 
summary procedure, with the temptation to refer difficult points to 
arbitration, will lead to their having still less. That the Courts should 
move about to some extent would certainly be advantageous ; and I 
hope that the hitherto dormant powers of section 23 of Act 14 of 
1869 will now be exercised to enable them to do so. But this can 
never be more than a limited benefit. There are rarely above two or 
three villages in a taluqa containing suitable accommodation for a 
Subordinate Judge and his clerks, to say nothing of parties and their 
witnesses ; and even these are often not conveniently accessible in the 
rains. The presence of a considerable body of strangers, too, is always 
a source of annoyance and expense to the villagers, even if the calls on 
them do not exceed those of hospitality. Time would likewise be 
lost in travelling and settling down at each place; pleaders in non- 
agriculturists’ cases would be inconvenienced, and minor practical 
difficulties would crop up. It is (piestionable whether, between 
waiting till the next visit to the locality to begin, and adjourning till 
the next visit to complete, any saving in time would result; while, 
finally, the rpt would in very many cases be living no nearer 
to the selected village than to the Court’s head-quarters. 
As to the other statement, it remains to be seen whether 
the duty of going more fully into cases will not neutralize 
any saving in time obtained in other ways. But however this 
may be, I can see no good reason why the judicial unit of adminis- 
tration should be larger than the executive unit. Every taluqa ought, 
in my opinion, to have its Subordinate Judge as w^dl as its Mamlatdar. 
If the civil work proved insufficient to occupy the Subordinate 
Judge’s full time, he should be invested with criminal powers. The 
Mamlatdar and his first karkun^ being proportionately relieved, could 
then better overtake the multifarious and increasing duties heaped on 
them, besides taking back, at a great saving of expense, the registra- 
tion work, of which they were a few; years ago relieved. 

I will now notice three subjects, the entire omission of which 
frona the Bill has been the cause of much adverse comment. The 
first is that of a modification of the rigidity of our land-revenue 
system. The Anglo-Indian Press, and seven out of the eleven 
vernacular newspapers of the Bombay Presidency which have noticed 
the Bill, have comment more or less emphatically on the absence oi 



188 14EL1EF OF indebted"* AGRlCULT?URIfl'I*S. 

provisions in this direction. On the merits of the question in the 
abstract, it is unnecessary for me to add anything to the few remarks 
which I had to make, for the completion of my argument, in my 
introductory speech. But as to its omission from the Bill, I may say 
that it is held that for whatever action (if any) which may be 
necessary, no legislation is required, but that if the fact were 
otherwise, the Bombay and not the Governor General’s Council 
is the place where it should be undertaken. Legislation is 
unnecessary, because the question is an executive one. The 
power of fixing the rates of assessment, original or revised, is 
given to the Bombay Executive Government by sections 100 to 107 
of the new Bombay llevenue Code, as it was by the previous 
law j the power of fixing instalments is so given by section 
146; the granting of remissions is equally an executive matter. 
The regular mode, therefore, . of securing all that the advocates 
of a change of system desire is by executive order, or by rules made 
by the Local Government under section 214 of the Code. Supposing 
however, that it were thought proper to tie down the Executive 
Government in these matters more than it is now tied, then the proper 
course would be to amend the Bombay Revenue Code ; and that is 
the function of the Bombay Legislative Council, which passed it, 
not of the Governor Generars Council. Our present Bill, I need 
scarcely say, would not be before this Council at all but that it 
modifies the Civil Procedure Code, which the local legislatures are 
precluded by Act of Parliament from touching. 

Another omission which has been censured is that of any reduc- 
tion of stamp or court-fees, process-fees, batta, etc. Here, again, 
legislation would have been superfluous. In Act 7 of 1870 the 
Governor General in Council is empowered by section 35 to reduce 
or remit any of the court-fees mentioned in the schedules ; and the 
High Court, with the sanction of the Local Government, may under 
chapter IV fix process-fees as it thinks proper. Act 1 of 1879, 
section 8, contains a similar power to reduce the stamps to which it 
applies, among which arbitration awards are included. I am not 
authorized to announce any decision on this subject ; but it will be 
sepn from paragraph 16 of the letter of the Bombay Government, 
No. 2056 of April 15tb, 1879, which was published in the Bombay 
OoytTnyn^nt Gazette of the 30th of July last, that some reductions 
me locked upon generally with favour. 1 add that the regular 
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inspection of Courts under section 9 of Act 14 of 1869, which is 
now, as Mr. Naylor remarks, so little practised, is needed, inter alia, 
to check abuses connected with these charges. In 1876 the Judge of 
Khandesh brought to light a custom of enhancing the amount pay- 
able for stamps by requiring, in certain cases, an application on 
stamped paper before a witness was examined. He also found that 
in process-serving, 'in one Court alone as much as 90 days^ pay was 
ol^ined for 24 days’ work, and 102 days’ pay for 26 days’ work^ 
of the serving establishment.’ 

The last omission I have to explain is that of any legalization 
of panchayaU or arbitration courts — ^a subject which I mentioned in 
my introductory speech as still under consideration. A proposal 
for the definite incorporation of such Courts into our judicial system 
has been put forward by the Judge of Ahmednagar, Mr. Weddkr- 
BURN^with the concurrence of a body of Native geatlemen, including 
some judicial ofiicers, whose position and attainments entitle their 
views to the fullest consideration. I must say frankly that I look 
upon as wholly visionary the idea that it is possible now-a-days to 
find in every village, or even in every small circle of villages, body of 
men sufficient in number to allow selection from them by litigants 
for the formation of a panchayat, and at the same time qualified to 
be arbitrators by influence, intelligence and absence of interest. And 
even were this otherwise, I should expect that the strict regulations, 
involving checks and delays, which the proposal just referred to com- 
prises, would practically destroy the freedom, simplicity and promp- 
titude supposed to be the chief recommendations of the panchayat 
system. That the provisions for arbitration in Bombay Regulation 
7 of 1827, which succeeded the even more efficient ones of Regula- 
tion 7 of 1802, had fallen entirely into disuse before their repeal 
in 1861, and that the present new 'arbitration courts’ arc kept at 
work chiefly by the exertions of a very small number of disinterested 
and impartial individuals, are facts not very encouraging to a new 
departure. At the same time, as there undoubtedly is a popular 
sentiment, originated probably by aversion to our Courts as now 
conducted, running in favour of voluntary settlements, I personally 
can see no harm in aiding them by legislation of a purely permissive 
kind. We might safely revert to pretty much the position of 
Regulation 7 of 1827, Persons whom the Government deemed 
of good character and opmpetent, as also the members for the time 
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being of any well-conducted local arbitration court, might be officially 
recognized as arbitrators. Such recognition should have the effect 
(1) that they should be entitled to the aid in their proceedings of 
issue of process by the Subordinate Judge of the division ; and -(2) 
that any reference for arbitration to them might provide that m the 
event of any party thereto giving notice, within fifteen days of the 
date of the award, to the Subordinate Judge of the division that he 
was dissatisfied with the same, the matter in dispute should be referred 
back to the same court or arbitrator, sitting with such Judge as 
president. This would supply the recognition and control for arbitra- 
tion which its advocates seem to desire, without putting any pressure 
on parties to resort to it. But even thus much is considered by the 
Local Government to be undesirable and likely to lead to prejudicial 
results. As they are, of course, the best judges of the state of 
affairs in the Deccan, the law will remain as it is. I may, however, 
point out that there is nothing to prevent parties appointing Village- 
Munsifs and Conciliators to be their arbitrators and that an explana- 
tion making this clear has been added to section 43. 

In conclusion, I must observe that it would be premature to indulge 
in any congratulations upon the passing of this measure, and still 
more so to attempt to appraise its several parts, to distinguish the 
several sources whence they may have been derived, and to distribute 
praise or blame accordingly. It will be time enough to do that, if it 
need be done at all, when the Act has become an acknowledged failure 
or success. At present it is the measure of the Government of 
Bombay (and I am glad to think that through many vicissitudes it 
has substantially remained so), prepared in general consultation with 
myself. But I hope tliat we may augur well for its future from the 
fact that it not only has the approval of the highest official authorities 
but has secured, in a degree quite unprecedented, the substantial 
support of the Press and the public. It is a sincere and carefully 
matured attempt to solve a difficult problem and to meet a great 
emergency. If the course of event should prove that we have erred, 
we ^ shall have erred in good company, and after all possible precau- 
tions to ensure success. 



CHAPTER IV. 

Restrictions on the Alienation op Lands. 

[Extracts from the Proceedings of the Governor GeneraVs Council, 
dated the 27th September, ISOQ!] 

^ Punjab Alienation of Land Bill. 

The Hon^ble Sir Charles Rivaz said : — 

The question of the indebtedness of the agricultural classes in 
different parts of India has attracted the notice of Government 
from the early times of British rule, and various schemes have 
been proposed, from time to time, with the object of protecting 
land-hplders from the effects of debt and the consequent loss of 
their lands. But, so far as I have been able to ascertain, Me* 
♦ Justice West, of the Bombay High Court, was the first, in a 
pamphlet, entitled The Land and the Law in India, which he published 
in 1872, to formulate a plan for imposing some definite limitations 
on the power to alienate land. The theory he propounded was 
that, although the British Government had, for the most part, 
divested itself of that exclusive ownership in land which had been 
recognized as existing under native rule, still it had retained a 
right of protective ownership ; and that, as experience had proved 
that the principle of free trade in land, which had been allowed 
to spring up, was not adapted to the present condition of the 
agricultural population of India, the Government ought, in the 
exercise of its protective right, to impose limitations on the further 
application of this principle, and to pronounce all land to be 
inalienable except with its assent. His proposed scheme, broadly, 
was that the power of assent should be delegated to Collectors of 
districts or other local officers, and that only excess land, above 
what was necessary for the comfortable maintenance of aa 
agriculturist and his family, should be allowed to be alienated, or be 
liable to attachment and sale in execution of decrees. . 

In 1875, in consequence of agrarian riots in the Bombay Deccan, 
a Commission was appointed to enquire into the condition of the 
agricultural population of that part of India. The result of these 
enquiries was the passii^ of the Deccan Agriculturists^ Belief Act 
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in 1879, by which the ordinary civil law in four of the Bombay 
Deccan districts was, in many respects, amended in favour of 
agricultural debtors. 

In 1881, legislation was undertaken for the relief of ^arge 
land-holders in Sindh and in the Broach and Kaira districts of the 
Bombay Presidency, and in 1882, for the relief of encumbered 
estates in the Jhansi division of the North-Western Provinces. 
A main feature of all these enactments was that, while the estate 
remained under Government management, the indebted owner was 
debarred from alienating any portion of it. 

The question of agricultural indebtedness was included by the 
Famine Commission of 1878 in the scope of their enquiries, and, 
in their report, they expressed their views on the desirability of 
protecting agricultural debtors, among other means of relief, by 
imposing restrictions on land transfers. 

In 188G, Mr. Tiiorburn, now Financial Commissioner of the 
Punjab, then a District Officer in that Province, wrote a book on 
the indebtedness of the Mahomedan land-holders of the Western 
Punjab, entitled Mussulmans and money-lenders in the Funjahy which 
attracted the notice of the Secretary of State for India, and on 
which he asked for the views of the Government of India. In this 
book, Mr. Thorburn recommended, among other measures of relief, 
that it should be made illegal in the west of the Punjab for any 
person deriving profits from a shop or from money-lending to 
Inquire any interest in land, except (1) in arable or pasture land in 
the immediate vicinity of a town or large village, or (2) in manured 
and irrigated land elsewhere. The then Lieutenant-Governor of the 
Punjab, Sir James Lyall, in expressing his views on 
Me. Thoebuen’s proposals, said, as regards the particular recommen- 
dation which I have just mentioned, that he was disposed to think 
^that it would probably be necessary to take steps to check the 
l^enation of lands to money-lending classes in the Punjab, but that 
the remedy suggested by Mr. Thorburn, namely, to make it illegal 
for the moneyed classes to acquire lands, other than those of two 
highly artificial descriptions, seemed to him to be impracticable. 

In 1891, a Commission was appointed to report on the working 
edf the Deccan Agriculturists’ Relief Act of 1879 and on the 
^CBifablltty of extending a leimilar t» othftr ProvinAfla, 
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Thff Government of India, in forwarding this Commission's Report 
to the Secretary of State in 1894, together with a draft Bill to 
provide for the relief of the agricultural classes, in which certain 
changes proposed by the Commission in the Deccan Act had been 
incorporated, remarked that such legislation would, however, 
only partially meet the difficulties connected with the general 
^oblem of agricultural indebtedness ; that remedies of an entirely 
diSerent kind, including measures for further restricting the right 
of land transfer seemed indispensable ; and that this part of the 
subject would be separately and carefully considered. 

Accordingly, a Circular was addressed to Local Governments 
in October, 1895, in which it was said that the Government of 
India were distinctly of opinion that some action in the direction 
of restriction upon the alienability of land was generally advisable, 
and even necessary, though, the manner and degree of the restriction 
must vary from province to province. Each Local Government 
and Administration was requested to take the subject into its most 
careful consideration, and to communicate its matured views and 
definite proposals for action in the direction indicated. Two 
Notes accompanied the Circular, in which the whole subject of 
agricultural indebtedness in India and the various possible remedies 
for checking transfers of land were exhaustively explained and 
discussed. 

• 

On receipt of the replies to this Circular, it was decided to 
deal first with the Punjab, as being the Province where the 
question of agricultural indebtedness was of special importance 
in its political aspect, and where it was probably possible to go 
further than elsewhere in respect of imposing direct restrictions 
on land transfers. The reply from the Punjab had been to the 
following effect : — ^The Lieutenant-Governor, Sir Dennis Pm- 
PATRiCK, recognized that a point might be reached at which the 
amount of land alienated, and the number of propriotora reduced to 
the condition of tenants or labourers, would constitute a political 
danger of formidable dimensions, and that where this danger point 
was reached, the only remedy was to attack the evil at the root by 
imposing direct restrictions on alienation — ^for instance, by prohibHi* 
ing land-owners of specified castes or tribes from alienating their 
ancestral lands, without official sanction, beyond their life-tiniff 
or for a fixed period, any (person not belonging to those eart^ 

U 
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Jor tribes.* While this case was under consideration, a special 
•enquiry, the results of which were highly interesting and 
instructive, had b(!en made by Mil. Thoiiburn, the Commissioner of 
ihe Rawalpindi Division, regarding the indebtedness of the, agricultural 
classes and the amount of land alienations in four assessment circles 
of that portion of the Punjab ; and Siii Dennis Fitzpatrick came 
to the conclusion that in one at lea.st of these circles a case for legis- 
lation had been made out. He was, however, strongly opposed to a 
law of general application to the whole Province, and did not pro- 
pose to go further than to tahe power by law to apply restrictions 
on transfer to any ]>articukr tmct in which a full enquiry might 
show that they were required. 

Both the Financial Commissioners of the Punjab, on the 
other hand, expressed a decided opinion in favour of restrictive 
measures of general application, and suggested that all permanent 
transfers of ancestral land ought to be prohibited unless sanctioned 
by the Revenue Officers, while temporary ti'ansfers ought to be 
limited to 15 years, the land reverting to the alienor at the end of 
this period free of all encumbrances. A majority of the Judges of 
the Chief Court were also in favour of imposing direct restrictions 
on alienations. My Hon*ble friend Mr. Justice Chatterjbe, after 
discussing the question in an able paper and pointing out that the 
customary law of the Punjab enables heirs to set aside many aliena- 
tions, went on to say that he considered that the great recommenda- 
tkm of a measure directly restricting alienations would be that it 
^would exactly define the limits of the land-holders* power of alienation 
and would thus have a beneficial effect in checking litigation. He 
thought that the restriction to life or to 15 years of a land-owner*s 
power of alienating his ancestral lands would be regarded by the bulk 
jof the land-holding class as consistent with the traditions of the 
Province, and would be agreeable to them. It is not clear, however, 

^ whether the Judges advocated a general enactment on these lines, 
or merely an enabling one, as recommended by Sir Dennie 
Fits?patuick. 

The Government of India, in communicating to the Punjab 
Government the opinion which they had formed on the evidence and 
reoommendations contained in Sm Dennis PmPATRiCK*s minutes 
ttid' in the report® of the Judicial and Revenue Officers of the Punjkb^ 
mtifimed their belief that partial legislation fail in its bbjb^ ^ 
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and would produce more difficulty and jealousy than legislation of 
a general character. It was said that a strong case seemed to hate 
been made out for prohibiting all permanent alienations of agricul- 
tural land, except with the sanction of some duly empowered Kevenuc- 
officer, and for restricting tpi«jK)rary alienations to the term of the 
alienor’s life, or with the consent of bis heirs to a maximum period 
of 15 years. In inviting the Punjab Government to consider theae 
piSjposals, it was suggested that the quickest and easiest way of deal- 
ing with them would be to have them discussed by a Committee of 
selected officers. 

Accordingly, the Lieutenant-Governor, Sm Mac kwortii Young, cir- 
culated to selected officials and non-officials a series of questions framed 
on the proposals of the Government of India, and followed this up by 
convening a strong Committee of Revenue-officers over which His 
Honour himself presided. The recommendations made by this Com- 
mittee were that any permanent alienation of agricultural land to a 
non-agriculturist, if made without the sanction of the Deputy Com- 
missioner of the district, should be void, but that otherwise there 
should be no restriction on sales or other permanent transfers ; that 
the definition of an ' agriculturist ’ should be ‘ any person who either 
in his own name, or in the name of an agnate ancestor, was recorded 
as an owner of land, or as a hereditary tenant in any estate at the 
first regular settlement,’ and that of ‘ land ’ as in the Punjab Tenancy 
Act, that is, all agricultural and pastoral land, whether ancestral tk 
self -acquired ; that the only forms of temporary alienations to be 
allowed in future should be, (1) usufructuary mortgage, with delivery 
of j)Ossession to the mortgagee, for a maximum period of 20 years, 
«nd on condition that at the end of the period of mortgage the 
"mortgaged land shall revert to the mortgagor or his successor in 
interest with the mortgagee debt extinguished, (2) simple mortgage 
which, in certain circumstances, may be converted into a usufrtio- 
tiiary mortgage of the nature I have just mentioned, and (8) leases 
for 20 years, or for the life of the lessor, whichever is less ; that 
the form of mortgage which is conditional sale be declared illeg4 
with retrospective effect ; and, that the hypothecation of a share of 
the produce of land should be prohibited for any term exceeding a year^ 
The Committee proposed to make their suggested restrictions on aliena* 
tions general throughout the Punjab, but to give power to the Local 
Government to exempt Hfj district or part of a district, or any^jwiwii 
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or class of persons, from the operation of the restrictions in whole 
or in part. They also proiK)sed to amend the existing law of pre-emp- 
ti<ni in the Punjab, to revise the present order of priority of pre- 
emption which is laid down in section 12 of the Punjab Laws Act, 
so as to exclude strangers who have bought into the village, and to 
transfer the hearing of pre-emption cases, both as regards the 
fixation of the prc-em])tion prices and questions of title, from the Civil 
Courts to Revenue-officers. 

These proposals of the Punjab Committee constitute the founda- 
tion of the scheme which is embodied in the Bill which I am 
introducing. They have, as I shall explain, been modified in some 
particulars, but such modifications have been made with the sole 
object of securing more effectually the intentions of the Committee, 
and do not affect any question of principle. I turn first to the restric- 
tions to bo imposed on sales and other permanent transfer. It 
appeared to us that the proposal made by the Punjab Committee, 
that alienations between ^ agriculturists ’ should continue to be free 
from all restrictions, was open to objection. In the first place, the 
definition of ' agriculturists ^ which has been framed by the Com- 
mittee, or indeed any other i)racticable definition of the term, must 
necessarily include numerous classes of persons who, although land- 
holders since the early years of British rule or even prior thereto, 
are, in reality, primarily traders and money-lenders by nature and 
profession, and not true agriculturists in any proper sense of term. 
Moreover, since even the bona fide agriculturist is not infrequently also 
> money-lender, we think it desimble to retain power to prevent such 
men -from buying up land in a village where they would come in as 
outsiders and constitute a foreign element in the village community. 
We recognize, however, that we must guard against unduly narrow- 
itig the market for free sales, and we propose to attain this object 
by the following means. On the analogy of section 45 of the Cen- 
tral Provinces Tenancy Act of last year, we are providing that all 
permanent transfers must receive the previous sanction of a R6V6nue*> 
officer, but that sanction shall be given, as a matter of right, in cases in 
whkb the Revenue-officer is satisfied that the intending transferor is a 
person who is not a member of an agricultural tribe, or, in cases where 
the intending transferor is a member of an agricultural tribe, that the 
transfer is either to an agriculturist, (as defined by the Punjab Cbm*- 
liiittee) holding land as a pro;^tor or oooup^oy tenant in the viUi^e 
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in which the land sold or otherwise permanently alienated is situated, 
or to another member of the same agricultural tribe residing in the 
same district. Our scheme is thus based in this respect on the feeling 
in favour of the prior rights of the village community and on the 
recognition of the principle of tribal organization which are well 
known powerful factors in the social economy of the agricultural 
classes of the Punjab. To prevent difficulties or inequalities in the 
application of this portion of our scheme, power is being given to the 
Local Government to specify by notification what are the agricultural 
tribes in each district, and to extend the definition of ‘district^ 
in any particular case beyond the ordinary limits of the revenue 
district. 

Next, as regards temporary alienations, while we accept the conclu- 
sions of the Punjab Committee that only the two forms of mortgage 
proposed shall in future be allowed, that existing mortgages by way of 
conditional sale shall be void, and that leases shall be limited to a fixed 
term, we have reduced the maximum period of temporary alienation 
from 20 years as proposed by the Punjab Committee to 15 years. We 
are providing that any person who has made a permissible mortgage 
or lease shall be debarred from making any further alienation of his 
land during the currency of such mortgage or lease, but, after careful 
consideration, we have decided not to im];x)se any further restrictions 
on temporary transfers, whether by prescribing an interval between 
two successive mortgages or leases, or by making the alienor retain a 
right of cultivation in the alienated land, his rent being fixed’ by 
authority, or by prohibiting the mortgage or lease of more than a 
certain portion of a holding. We are also providing that any per- 
manent alienation made without the required sanction shall take effect 
as a usufructuary mortgage on the conditions prescribed for such mort- 
gages, and that existing conditional sales and future unauthorized 
mortgages shall be treated in like manner. 

We have accepted the proposal of the Punjab Committee in regard 
to prohibiting hypothecations of produce. 

We ax’© supplementing our proposed restrictions on voluntaiy 
alienations by abolishing the sale of all agricultural or pastoral land 
in execution of any decree or order. Under the present practice^aale 
of such land in the Punjab in execution of a decree requires, iii - tiie 
ease of ancestral lan^ the sanction of the Financial Commiastoiiari 
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and, i’q the case of other land, the sanction of the Commissioner of the 
Division. Such sanction is very seldom given ; still, as the allowance 
or disallowance of sales depends on the individual judgment of the 
Financial Commissioner or the Divisional Commissioner, as the case 
may be, an undesirable element of uncertainty is thus introduced 
which it is advisable to remove. Moreover, under our pro]X)sed restric- 
tions on mortgages, land could in future only be sold in execution of 
decrees for unsecured debts, and not for debts secured by a usufructu- 
ary mortgage. We, therefore, consider that sales of agricultural or 
pastoral land in execution of decrees of the Civil Courts should, in 
future, be absolutely prohibited in the Punjab. 

As regards amending the law of pre-emption in the Punjab we 
agree with the Punjab Committee that an amendment of the present 
law on the lines they mention is desirable, and will be a useful adjunct 
to our scheme for restricting land alienations. We propose to deal 
witli this matter separately — after further consulting the Punjab Gov- 
ernment — either by revising the present pre-emption sections of the 
Punjab Laws Act, or by cancelling those sections and framing a new 
enactment. 

On the all-important question whether the proposed Act shall be 
an enabling Act or a measure of general application, the Government 
of India adhere most decidedly to the opinion which they expressed, 
as I have mentioned, in addressing the Punjab Government,, in favour 
of an enactment of general application. It seems to us self-evident 
that, if any restrictive scheme is to be worked in the partial manner 
which was so strongly advocated by Sir Dennis Fitzpatrick, it is in- 
evitably doomed to failure. In the first place, the remedy would not 
be tried till the disease was very largely beyond cure ; and in the 
second place, if the restrictive measures were confined to scattered 
tracts throughout the Province, the agricultural population in those 
tracts would be placed at a very serious disadvantage. Their credit 
would be injuriously impaired, for the money-lenders, while able to 
look to the land for their security everywh^ outside these special 
areas, would naturally avoid lending to men who were prohibited froin 
giving such security. The agriculturists in these areas would thus 
stand apart as a proscribed class, and would naturally resent their posi-i 
tion. If) on the other hand, the restrictive scheme be made of general 
application, there is no reason to suppose that the credit of the 
{g^eval agricultural community will be materially impaired-^not 
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more so, at any rat^, than is desirable in their own interests. Take for 
instance, the case of the occupancy tenants of Upper India. Alike 
in the Punjab, the North-Western Provinces, Oudh and the Central 
Provinces, the occui)ancy tenant is very materially restricted in hig 
powers of alienat ion ; still it is a well known fact that this class of 
agriculturists, as a body, is prosperous, and can obtain aceommodatioa 
from money-lenders on much the same terms as small-proprietors. 
T^e fact is that the money-lender must continue to exercise his pro- 
fession, and the agricult.uiul community must, under the rural 
conditions of this country, continue to constitute his principal 
clientele. The money-lender plays a most useful, and even necessary, 
part in the social economy of village life, and no one wishes to 
eliminate him or to place unreasonable restrictions upon his transac- 
tions. If our proposed scheme is made of general application, he will 
have Jto adapt himself to the new conditions, and will he easily able 
to do so. If, on the other hand, the scheme is applied only to selected 
and scattered areas, the money-lender will clearly be master of the 
situation as regards such localities. 

Such is the plan which the Government of India put forward 
with the object of checking the transfer of land from the agricultural 
classes in the Punjab. It certainly goes further in imposing direct 
res tiict ions on alienations than has hitherto been attempted in other 
parts of India, hut the circumstances of the Province with which we are 
dealing are quite special, and I trust that I have shown, although I 
fear at tedious length, that our scheme is the outcome of very careful 
investigation and delibemtion. 

After all, it must be borne in mind that we are aiming at 
reverting to some extent to a state of things which prevailed in the 
Punjab before it came under British rule. It is an arguable question 
whether the right of free transfer of land was recognised under Native 
rule, or whether it is what has been called the ' fatal gift ^ of the 
British Government ; but, in any case, the question is for praeticaf 
purposes one of mere academic interest, for it is an undisputed fact 
that in former times the exercise of the right of transfer, at ajl 
events in favour of money-lenders or other out-siders, even allowing 
that such right did exist in theory, was for several reasons exceedingly 
rare, and we know that even in these days in .most Native States' 
alienations of land are either absolutely prohibited or largely restricted- 
We know, too, that in tlfc Punjab the custom of transferring* liid* 
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did not gain a footing for several years after the annexation of the 
Province, but that, as land has increased in value and become more 
attractive as a profitable investment, the number of transfers has in- 
creased correspondingly and is still increasing. In a letter addressed 
by the Punjab Government to the Government of India in 1888, 
during the Lieutenant-Governorship of Sjr James Lyall, it was said 
that ' after allowing for the greater accuracy of the statistics of later 
years, Sir James Lyall considers that the statements of sales and 
mortgages from 1 866 to 1 886 show a large gradual increase in the 
area sold and mortgaged in' the Punjab,^ and that, ' in both the east 
and west of the province there are districts where the transfers to 
money-lenders are serious and appear to be increasing and where the 
fact requires Government to consider if a remedy cannot be found 
and applied.^ In the following year, His Honour the present Lieute- 
nant-Governor, then Financial Commissioner, recorded his opinion 
that ^ the only safe conclusion is that there is year by year a gradually 
increasing amount of land being sold and mortgaged.' These opinions 
have been confirmed as districts have come under settlement during 
the past ten years, and the question of transfers has been specially 
investigated by the Settlement Officers, while the enquiries made by 
Mil. TiioiiBURN in 1895, to which I have already alluded, showed that 
in one out of the four circles with which he dealt, the amount of the 
cultivated area which had been purchased or was held in usufructuary 
mortgage by money-lenders was as much as 28 per cent., while in 
another circle it was 20 per cent. These facts speak for themselves. 
-The Punjab is pre-eminently a land of yeomen and peasant proprie- 
tors, and the expropriation by the money-lending classes of these 
sturdy land-holders — men who furnish the flower of the Native Army 
of India, and who look forward, amid all the hardships and glories 
of a military career, to spend their declining years on their ancestral 
acres — has, under the influence of conditions which have sprung up 
under British rule, been progressing, as I have shown, in different 
degrees of rapidity in all part* of the Province. The sole and entire 
object of the measure which I have been explaining is, while affording 
ample facilities and a sufficient market for unobjectionable transfers, 
to arrest the further progress of this mischief, and to check, by remedial 
action, an ever-increasing political danger; and I venture to express 
a Confident hope that our scheme will be received in this spirit by 
those in whose interests it has been devised, ^ 
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His Honoue the Lieutenant-Goveenor said ; — It is unnecessary 
for me to allude to the history of this important and much j)ondered 
measure, as this has been fully detailed by my Hon^blc friend Me. 
Rivaz. I shall confine myself to indicatinj]^ briefly, what I believe to 
be the principal object of Government in ])rosceutin^, through infinite 
varieties of opinion and shades of controversy, the course which has 

last landed us in our present position, and to an o\})ression of 
oplis^ion as to the suitability of the lines on which, as explained by the 
Hon^ble Member, the Bill has been framed. 

The object, in which all are agreed, is to provide a corrective for 
the result of our own acts, to mitigate the almost revolutionary effects 
of British rule as ajiplied to land tenures in the Punjab. In conferring 
or confirming an almost unlimited proprietary right in land, in sepa- 
rating the judicial machinery from the executive, in encouraging free 
resorUto the Courts, we have for five decades been pouring new wine 
into old bottles; some of the flasks are cracking, some have already 
burst. The State must needs be prepared to undertake some risk in 
this process, which has been accompanied with many extraordinary 
and beneficial developments, but if it is too rapid, there is something 
worse than danger to be faced, and that is positive unfairness. If the 
processes of law which are incidental to land cases are beyond the com- 
prehension of the average land-holder ; if they are too drastic to per- 
mit of the continuance of methods which though Jialting and 
imperfect are sanctioned by ingrained habit and long established 
custom ; if they place the more astute money-lending class in a more 
advantageous position than the unsopliisticated rustic : then the un- 
fairness becomes marked, and interference becomes necessary. There 
is now a consensus that this is the case, and the Legislature is being 
invoked to remedy the evil. As to the limits of such interference 
there are, as I have already said, infinite varieties of opinion. There are 
also various methods of interposing : one has passed the stage of dis- 
cussion and has taken shape in the amendment of the Contract Act, 
^ with the express purpose of placing the money-lender and the agricul- 
turist on a level in the Courts ; one has been dealt with in the 
discussions on the present measure, but has been dissevered from it, 
owing to its complexity, and will probably form the subject of legis- 
lation hereafter — I allude to a proposal to amend the law of prei- 
emption. Except as regards matters of procedure, the Bill which n 
now about to be intrc^uced comprises, in all probability, all tlm 
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remaining methods which are applicable or in any way advisable. 
The main features have been sketched by the Hon’ble mover, and 
consist of the restriction of the power of alienation of land by sale or 
perpetual lease, and of the prohibition of all usufructuary mortgages, 
except what I may call the automatic repayment mortgage, where 
after the expiry of the term of mortgage, which is limited to a 
maximum of 15 years, the land reverts to the mortgagor, with the 
mortgage debt extinguished. The second of these provisions has my 
unhesitating concurrence. It is, in a way, the sheet anchor of the 
measure, as preserving the credit of the agriculturist. In regard to 
the restriction of sales, it would be tedious, as well as unnecessary, 
for me to explain my personal attitude. The measure as now proj)osed 
is a compromise, arrived at, after the fullest consideration, between 
two sets of opinions, and, like most compromises, deliberately and 
thoughtfully adopted, probably re])resents the best counsels. In the 
first place, there is nothing absolute about the restrictive provisions. 
The person who lies under the greatest disability under the proposed 
Bill, can obtain a dispensation from its provisions, if due cause be 
shown. Then the market for sale of land will be fairly open under a 
system which permits transfers to any agriculturist of the village or 
any member of the same agricultural tribe in the same district, it 
being understood that the word ^tribe^ is used in its widest signification, 
and that the ‘district^ may be wider than the Revenue District, if 
reason exists. And I concur with the Hon^ble mover that in these 
provisions there lies, to some extent, a reversion to a state of ideas 
- which was prevalent in the early days of Punjab administration, and 
is still widely recognized in Native States. 

Therefore, with due reserve as to details, I support the Bill which is 
now before the Ommcil, believing it to be in many respects one fraught 
with great benefit to the Province, while those provisions regarding 
which there is most room for difference of opinion embody the result 
of one of the most laborious and protracted investigations ever conduc- 
ted by the Government, and I feel it to be my duty to accept them* 



\^Exlracis from the Froceedings of ilie Governor Generates Council^ 
dated the 10th August, 1900.] 

P\^JAB Alienation of Land Bill. 

The Hon^ble Mr. Rivaz said : — 

IL. think it will be convenient if, in presenting the Report of 
the Select Committee on the Punjab Alienation of Land Bill, I 
explain somewhat fully the alterations which we propose to make 
in its main provisions. 

The Bill which I introduced in this Council last Sei>tember 
imposed restrictions on permanent and temporary alienations of land 
in the following manner. In the first place, as regards permanent 
alienations, that is, by sale, gift or exchange, the proposal in 
this respect of the Committee of Punjab Revenue officers which, was 
convened by His Honour the Lieutenant-Governor in July, 1898, was 
that any permanent alienation of agricultural or pastoral land, as 
defined in the Punjab Tenancy Act, to a non -agriculturist, if made 
without the sanction of the Deputy Commissioner of the district, 
should be void, but that otherwise there should be no restriction 
on sales or other permanent transfers. I explained, when intro- 
ducing the Bill, that the Government of India were ^unable to 
accept this proposal in its entirety, because it seemed to them 
that to allow permanent alienations, free from all restrictions, 
between so-called agiieulturists was open to objection on two 
grounds. Firstly, because the definition of ^agriculturist^ as 
framed by the Punjab Committee, that is, ^any person, who either in 
his own name, or in the name of his agnate ancestor, was recorded 
as an owner of land, or as a hereditary tenant in any estate at the 
first regular settlement,^ or any other practicable definition of 
the term, must necessarily include numerous classes of persons 
who, although landholders since the early years of British rule 
or even prior thereto, are primarily traders and money-lenders by 
nature and profession, and not true agriculturists in any proper 
sense of the term ; and, secondly, because even the Iona fde agri- 
culturist is frequently also a money-lender, and it was desirable 
to retain power to prevent such men from buying up land in a 
village where they would c^e in as outsiders and constitute a foreign 
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element in the villaj^o community. In modification, therefore, 
of the i)roposa]s of the Punjab Committee on this all-important part 
of the scheme under consideration, the Bill, as introduced last 
September, provided that all pcripanent transfers must receive 
the previous sanction of a llevenue-onicer, b^t that sanction 
should be jj^iven, as a matter of ri^ht, in cases in which the 
lleveniie-oflicor was satisfied that the intending transferor was 
a person who was not a member of an a<]^riculliiral tribe, or, in eases 
where the intendini,»* transferor was a member of an aj^ricultural tribe, 
that the transfer was either to an aj^ricuIturisL (as defined by the 
Punjiib Committee) holdinjr land as a proprietoi oi occupancy -tenant 
in tlie village in which the land sold or otherwise permanently 
alienated was situated, or to another meniber of the same agricultural 
tribe residing' in the same district. 

Of these provisions we ])ropose the following modifications. 
In the first ])lac(‘, in deference to a strong body of opinion, on 
this point, we think that the sanction of a Kevcnue-ofriecr need 
not be obtained in cases where such .sanction must be given as a 
matter of right. This was oidy intended as a })recautionary 
measure, and we agree, on the whole, with those who think that the 
advantage to be gained in this res])oct would bo outweighed by the 
inconvenience which would be caused to tliose with whose free right 
of permanent alienation there is no necessity for interfering. In 
one rcs])cct, however, we ])ropose to restrict the free right of 
alienation by members of non-agricultui'al tribes, namely, when a 
member of such a tribe accpiires land hereafter as an 'agriculturist* 
from a member of an agricultural tribe. We think it obviously 
necessary that a member of a non-agrieultural tribe should not 
have the power to sell, or otherwise permanently alienate, without 
sanction, any land acquired under such conditions except to another 
agriculturist in the same village, or to a member of an agricultural 
tribe, ‘and we propose to make provision accordingly. Then, as 
regards permanent alienations by members of agricultural tribes, we 
have been unable to accept a suggestion which has been put forward 
that no restriction should be placed on such transfers between 
members of any agricultural tribe, because we think that the 
widening of the market of free transfer to this extent would be open 
to the second objection which I have mentioned as applying to 
unrestricted transfer between agriculturists, namely, that the door 
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svcald thus be opened to the money-lender who belongs to an agri- 
cultural tribe buying up land in a village where he would come in 
as an outsider. At the same time, we recognize the force of the 
objection which has been taken that if free transfers are limited 
too strictly to within the same tribe, the market, in the case of 
some small tribes, will bo undesirably narrowed. We propose there- 
fore to meet this objection by empowering tlie Local Government, 
with the sanction of the Government of India, to group together, 
when thought advisable, small and what may be called cognate 
tribes in the same district or in a group of districts, and to 
allow permanent alienation without icstriction within such groups. 

As regards permanent alienations, therefore, the scheme of the 
Bill, as amended by the Select Committee, now stands thus ; 

^ Any member of a non-agricultural tribe may, without sanction, 
mrfke a permanent alienation of land to any person, except in respect 
of any land which he acquires hereafter as an ^agriculturist' 
from a member of an agricultural tribe. In this one case he will 
only be a})le to alienate, except with the sanction of the Revenue- 
officer, to another 'agriculturist' in the same village or to a member 
of some agricultural tribe.' 

'A member of an agricultural tribe may, without sanction, make 
a permanent alienation of land to a member of the same agricultural 
tribe, or, in certain c^ses, to a member of any otlfer agricultural 
tribe included in the same group as his own tribe in the same 
district, or, if so notified, in a group of districts. In all 
other cases, every permanent alienation of land by ■ a member 
of an agricultural tribe will require the sanction of the Revenue- 
officer.' 

We have revised the definition of 'agriculturist' so as to 
enable the Local Government, in cases where the first regular 
settlement has been made within the past thirty years, to go back 
to the record of some previous settlement ; we have amplified 
the definition of 'land' ; we have included 'exchanges' in, but 
excluded gifts or bequests for religious or charitable purposes 
from, the definition of 'permanent alienation' ; we have made clear 
that the right of unrestricted purchase allowed to an 'agriculturist' 
as such can only be exercised in the actual village or villages 
in which be has ^acquired such status ; and we have alsa 
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luddc clcftr thEt the nction of &• Ifovenue-oificorj when grEntin^ 
or refusing sanction to a permanent alienation, is imrely executive, and 
that such onler sanctioning an alienation is no bar to a suit on 
c[uestion ol title, or to any (picslioii relating to any reversionary 
right, or riglit of pre-emption, in a Civil Court. 

* * * * 

1 come now to temporaiy alienations of land, that is, alienations 
by means of mortgage, lease or farm. The Bill as introduced allowed 
for the future only two forms of mortgage, namely, either a usufruc- 
tuary mortgage, with delivery of jiossession to the mortgagee, for 
a maximum period of fifteen . years, and on the condition that at 
the end of the period of mortgage the mortgaged land would revert 
to the mortgagor or his successor in interest with the mortgage-debt 
extinguished, or a collateral mortgage which, in certain circumstances, 
might be converted into a usufructuary mortgage of the natuie jiist 
mentioned. These provisions were in accordance with the recom- 
mendations of the Punjab Committee, except that the maximum 
period of mortgage was reduced from twenty to fifteen yeais. Exis- 
ting mortgages were not interfered with, except, when any such 
mortgage was by way of conditional sale. In these cases, the mort- 
gage was to be null and void, but the Revenue-officer was empowered, 
on the application of either party, to order the mortgagor to execute 
a fresh mortgage of the usufructuary nature just mentioned, for a 
period of a fifteen years, or for such less term as the Revenue-officer 
might consider equitable. Wo now propose the following modifica- 
tione of these iirovisions. 

In the first place, we think that, except as regards conditional 
sales, which ought, in our opinion, to be absolutely prohibited, there 
is no reason to impose any restrictions, whether as to form or period, 
on mortgages made by any member of a non-agrieultural tribe to any 
person, or by a member of an agricultural tribe to a member of the 
•same tribe or of a tribe in the same group. Then, in deference to 
the opinion expressed by a large number of the officers consulted on 
the Bill, we have extended the maximum term of usufructuary 
mortgage to twenty years, as was originally recommended by the 
Punjab Committee. We also propose, in adoption of a valuable 
suggestion made by Mr. Dooib, the present Chief Secretary to the 
’Punjab Government, and supported by the Lieutenant-Governor, to 
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allow a third form of mortgage, whereby the mortgagor will retaio 
an inalienable right of cultivating occupancy of the mortgaged land 
as the mortgagee’s tenant, on payment of a fair rent which will be 
determined, in case of dispute, by a Revenue Court under the provi- 
sions of the Punjab Tenancy Act. A mortgage in this form may be 
made for any such term as may be agreed on, but the mortgagor will 
'Only be liable to ejectment from his cultivating occupancy if he uses 
the land in an improper manner, or, if his rent is payable in kind, if 
he wilfully fails to cultivate the land, or if a decree for an arrear of 
rent has been passed against him and remains unsatisfied ; but, even 
if so ejected from his cultivating occupancy as a tenant, the mort- 
gagor will retain the equity of redemption of his proprietary right 
on payment at any time of the original mortgage-debt. We also 
propose to give power to the Local Government io allow other forms 
of mortgage, at its discretion, in addition to the three forms just 
specified, so as to permit the use of any existing local kinds of 
mortgage which are of an unobjectionable nature. As regards condi- 
tional sales, we propose, as I have already mentioned, to absolutely 
prohibit the future use of this kind of mortgage in re6j)ect of land 
owned by any class of persons, and, as regards existing mortgages 
of this kind which have been made by any member of an agricul- 
tural tribe, we propose, in modification of the provision in this respect 
of the Bill as introduced, to allow the mortgagee to 'elect either to 
keep his present mortgage with this particular condition struck out, 
or to apply to the Revenue-officer to give him instead a usufructuary 
or collateral mortgage in one of the forms to be hereafter allowed by 
the Bill, on such conditions as to the amount of mortgage-debt and 
period of mortgage as the Revenue-officer may consider reasonable. 
Except in the cases which I have just specified, no existing mortgages 
will be interfered with in any respect. 

As regards mortgages, therefore, the scheme embodied in the Bill, 
as amended by the Select Committee, stands thus : ^ 

Any member of a non-agricultural tribe may mortgage his land 
in any form and on any conditions he pleases except by way of con- 
ditional sale. So may a member of an agricultural tribe when the 
mortgage is to a member of the same tribe, or of a tribe in the isame 
group. But in all other cases a mortgage by a member of an agri- 
cultural tribe will have to be in one of the three forms which I biiv% 
explained, or in some ot&r form permitted by the Local CK>vemx»eiit, 
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„ Existing mortgagos will not be interfered with in any way, 
except when any mortgage whieli has been made by a member of an 
agricultural tribe contains a condition which is intended to operate 
by way of conditional sale. In this one class of cases the mort- 
gage will be revised or altered in the manner I have described. 

The conditions which will apply to all mortgages made under our 
proposed enactment, and those which may be inserted by agreement 
between the ..parties, are speeilied in clauses 7 and 8 of the Bill. 
Some of these conditions I have already mentioned in explaining 
the forms of mortgage which will he permitted, and I need only say 
farther under this head tliat, in the case of term-limited usufruc- 
tuary mortgages, the mortgagor will be able to redeem his land at 
any time during the currency of the mortgage on payment of the 
mortgage-debt, or of such proportion of it as the llevcnue-ofTicer 
may consider to be ocfuitable, and that in no case will the mort- 
gagor be deemed to bind himself personally to repay the mortgage- 
money. 

As regards leases, we have amended the provisions under this 
bead of the Bill as introduced by (J) including temporary aliena- 
tions of the nature of a farm in the proposed restrictions ; (2) exten- 
ding the maximum period of a lease or farm to twenty years, and 
excising the condition that, if the alienor dies within this period, 
the lease or farm will terminate ; (8) limiting the restrictions to 
cases whore the lease or farm is by a member of an agricultural 
4ribe to a person who is not a member of the same tribe or of a 
tribe in the same group. Thus the restrictions on leases and farms 
are brought into harmony with those on mortgages. 

We have made provision for allowing a person who has made a 
temporary alienation by mortgage, lease or farm for less than twenty 
years to make a further temporary alienation of the same land during 
Hbe currency of the first transaction for a term not exceeding twenty 
years in all, but have retained the provision of the Bill as introduced 
which bars a further alienation of the same land during *the currency 
of a mortgage, lease or farm, when the first temporary alienation 
has been made for the full term permitted. 

.We have retained the provision which enables the Revenue- 
offieer, either of his own motion or on the application of the peraon 
fixiitled to possession, to eject a mortgaged, lessee or farmer who 
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remains in possession after the expiry of the term for which he is 
entitled to hold under his mortgage, lease or farm, 

We have also retained the provision of the Bill as introduced 
that a permanent alienation which requires sanction, but which is 
made without sanction, shall be treated as a usufructuary mortgage 
made in the first form prescribed by the Bill, and we have further 
^prhwided that any mortgage made by a member of an agricultural 
tribe in any manner or form not permitted by the Bill shall be re* 
vised and altered by the Revenue-officer so as to bring it into 
accordance with such form of mortgage permitted by the Bill as the 
mortgagee may appear to be equitably entitled to claim, and that 
any lease or farm made by a member of an agricultural tribe to a 
person other than a member of the same tribe or of a tribe in the 
same group for a longer term than twenty years shall be deemed to 
have Seen made for only twenty years. 

As regards the restrictions on hypothecations of agricultural 
produce by members of agricultural tribes which were included in 
the Bill as introduced, we have, in modification of the absolute 
prohibition of such transactions, proposed to allow alienations or 
charges of this description to be made for a period not exceeding 
one year, or in special cases for a longer period with the sanction of 
the Revenue-officer. * 

We have retained the provision which forbids the sale of land 
in execution of a decree or order, but have so far modified such 
provision as to make it applicable only to land belonging to a member 
of an agricultural tribe, and we have also made clear that the pro- 
hibition only applies to a decree or order of a Civil or Revenue Court. 
The prohibition as to sale will not, of course, extend to temporary 
alienations of land for satisfying a decree which are made by the 
Collector, when so authorized by the Civil Court, under section 326 
of the Code of Civil Procedure. 

We have retained but amplified the clause which prohibits the 
registration of any instrument contravening the provisions of the 
Bill I we propose to prescribe that transactions which require the 
sanction of a Revenue-officer shall not be entered in the record-of- 
rights or in the annual record under the Punjab Land-revenue Act, 
until proof of such sanction is produced ; and we have provided for 
the proceedings of Bevenue-officers under the Bill being regulated 
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by the procedure of the Punjab Land-revenue Act. We have also 
made clear that matters which the Local Government or Revenue- 
oflScers are empowered to dispose of under the Bill shall be excluded 
from the jurisdiction of the Civil Courts, and, in order thpt all 
proceedings before Revenue-officers under the Bill may be dealt 
with promptly and inexpensively, we propose to exclude legal practi- 
tioners from appearing in such cases. 

The last point which I need mention is that we propose no 
alteration in respect of the general application of the scheme embodied 
in the Bill, subject to any territorial or personal exemptions which 
the Government of India* may from time to time make on the 
recommendation of the Local Government. 

I trust, my Lord, that I have succeeded in showing that, while 
the Select Committee have not altered the Bill which I introduced 
last September on any important point of principle, their proposed 
modifications of, and additions to, some of its provisions will have 
the effect of placing the scheme under consideration on a broader 
and more elastic basis. As regards the main object of the Bill, 
namely, the restriction of permanent and temporary alienations of 
land by the agricultural classes, the scheme, as it now stands, will, 
as regards sales and other permanent transfers, while adhering to the 
principle of limiting the market of unrestricted transfer to within 
the same village community or agricultural tribe, enable the Local 
Government to meet the case of any tiibes which are too small to. 
* provide any real market of sale within the tribe, by grouping them 
with other cognate tribes within the same district or a group of 
districts ; and, as regards temporary alienations, the maximum period 
for which self-redeeming usufructuary mortgages and leases may be 
made has been extended from fifteen to twenty years, while another 
form of usufructuary mortgage is proposed under which the mort- 
gagor may mortgage for any period he pleases, but on condition of 
retaining a cultivating right of occupancy in the mortgaged land on 
payment oi a fair rent, and preserving his right to redeem the pro- 
prietary right whenever he may be able to do so. 



[^Extracts from the Proceedings of the Governor General* s Councitf 
dated the 19th Octohery 1900.1 

Punjab Alienation of Land Bill. 

Hib Honour the Lieutenant-Governor (Sir M. Young) said : — 
While congratulating my Hon’ble friend Mr. Rivaz on having 
safely piloted this Bill through troubled waters and on having great- 
ly improved its form in the process, I am bound to confess that I 
find it impossible to speak with much confidence as to its probable 
effect. Throughout the discussions which have taken place regard- 
ing it, I have been conscious of seeing more clearly the objections 
to drastic legislation than the arguments in favour of it. I have 
been* more in sympathy with the Punjab Revenue authorities of the 
past than with newer views. Fifteen years ago Sir Charles Ait- 
CHisoN, writing of this subject, held the opinion that ' so far as the 
evils complained of are inherent in the character and traditional 
habits of the people, or in the gradual extension of law and systematiq 
government over a country governed more or less irregularly, little 
if anything can be done to improve the position of the agriculturists.' 
Two years later Colonel Wage, one of the most thoughtful and 
experienced Revenue officers whom the Punjab has produced, wrote 
in this connection that * we cannot succeed in protecting people against 
themselves; nor ought we to hamper those who are thrifty by 
restrictions intended for the protection of those who are not.' Sir 
James Lyall in 1891, though strongly impressed with the danger- 
ous rapidity with which transfers of land were proceeding in the 
Punjab, thus expressed himself : No one ventures to say that we 
can go back from the gift of proprietary right, and it is generally 
admitted that it existed before our time, and that what we have 
really done is to make it more valuaWe, and thereby to promote its 
Being encumbered and eventually transferred.'' He confined his recom- 
mendattons to measures designed to check the progress of transfers 
so far as it is due to the action of our laws and Courts. His pr"?- 
gramme consisted of an Act to be framed for the Punjab on the model 
of the Deccan Agriculturists' Relief Act of 1879. He sketched 
outlines of the measure which he proposed and asked for early leave to 
BMemble a Committee 6f > Punjab officers to draft a Bill on tBosf 
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lines. No action up to date has been taken on these proposals, and 
the letter forwarding them remains unanswered. Personally I should 
have been content to follow Sir James Lyall^s programme. But 
restriction of the power of alienating land had no place in his scheme, 
nor did he ever contemplate such direct interference with the discretion 
of proprietors. The initiative in this respect was taken by the Govern- 
ment of India in 1895, when the Governor General in Council 
announced the distinct ojnnion that some action in the direction of 
restriction upon the alienability of land is generally advisable and 
even necessary throughout India. As explained by the Hon’ble 
Mover in his speech in this Council on the 27th September, 1899, 
this opinion was framed in connection with, though not in conse- 
quence of, the recommendations of the Commission appointed in 1891 
to report on the working of the Deccan Agriculturists^ Relief Act 
of 1879 and on the desirability of extending a similar measure to 
other Provinces. What led the Government of India to this conclu- 
sion has not been explained. The idea did not emanate from the 
Local Governments, and up to the present time I believe no province 
except the Punjab has been asked to consider it. I shall probably 
not be far wrong if I say that Mu. Thouburn^s advocacy of the cause 
of the indebted jjcasant of the North-West Punjab against the money- 
lender had a good deal to say to it, while the distinguished Punjab 
officers who at that time and since have been connected with tlie 
Supreme Government have greatly influenced the decision. Be that 
u it may, the proposal to restrict the alienation of land in the Punjab 
was made to Sir Dennis Fitzpatrick in 1895 by the Government 
of India and not initiated by the Punjab Government. In reply 
Sir Dennis Fitzpatrick committed himself to the opinion that, if 
an overwhelmingly strong case were made out in regard to any 
particular tract, legislation empowering the Local Government to 
interfere with alienation in that tract would be justiflable, and having 
satisfied himself that such a case had been made out in regard to at 
least one assessment circle of one tahsil in the Gujranwala District, 
he founded on this conclusion a recommendation for an enabling Act 
restricting transfers, not for an Act applying throughout the Province. 

The reply to Sir Dennis Fitzpatrick's proposals was received in 
4pril, 1898, after I had succeeded to the Lieutenant-Governorship of 
the Punjab. The conclusions framed by the Government of India 
^|rm, set forUi in that reply and consisted of two main propositbiyi i 
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fii«t, that a strong case seemed to have been made out for prohibiting 
all j)ermanent alienations of agricultural land, except with the sanction 
of some dulj empowered Revenue-officer ; and, second, that the legis- 
lation for giving effect to this view should be general and not 
partial in its character, in contiudistinction to the proposal of SiE 
Dennis Fitzpatrick. I was invitetl to summon a Committee of 
'^ected officers to advise me in framing my conclusions upon the 
seliSme of the Government of India, and this I did after circulating 
to selected officials and non-officials a series of questions framed on its 
proposals, and submitted the resolutions of the Committee with my 
own opinion, not quite so soon as I was asked, but still within four 
months of the date of the letter calling for it. The proceedings were, 
conducted at high pressure, but the subject was familiar to all of us, 
and my own opinion, which had been formulated and recorded nine 
years previously, had not changed since that time in any material 
degree ; and, had 1 felt myself at liberty to do so, I should have 
reiterated my former views and advocated resort to the less drastic 
measures proposed by Mil. Elsmie and myself as Financial Commis- 
sioners in 1889, and amplified by the then Lieutenant-Governor, Sir 
James Lyall. But there were two reasons against my taking this 
course. The first was that the Government of India with those 
opinions and many more before it had committed itself to a definite 
preference for interfering with the right of alienation, apd, although 
I was freely invited to express my opinion, I felt I should only be 
justified in placing myself in opposition to its views if absolutely 
sure that the policy was mistaken, and that the measure could not be 
adapted to the Province in any form without serious risk. I was not 
prepared to go so far as this. In stating my second reason I have to 
make an admission. The officers whom I nominated to the Committee 
represented the best experience available, and a very strong embodb 
ment of it. I did not pack my jury, but just took the best officers 
I could bring together. And they were unanimous in accepting the 
main features of the Government of India scheme. Under these 
circumstances, while giving full expression to my personal doubts 
to the wisdom of the measure, I considered it the more important 
part of my duty to give it the best shape possible, and this was what 
I endeavoured to do in conducting the proceedings of the Committeei 
and in drafting the opinion which I submitted to the Government of^ 
Xsidift* I regmt that that opinion has not been formally placed befoie 
Members of Your Excellency’s Council* It would have rendered 
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the explanation, which I have felt it my duty to give, unneoeseaiy. It 
wolild have made it clear that while the measure now before the 
Council goes beyond the utmost recommendations of the Local Govern- 
ment itself, it has the support, on the one hand, of the deliberate judg- 
ment of the Government of India, and, on the other, of a strong 
body of opinion within the Province ; it would have shown that while 
I was personally very doubtful, and even apprehensive, of the effec^'v 
of such a measure, I had waived my personal opinion, and cop^ i 
my efforts to shaping it so as to conduce in the best possible manner 
to the end desired. This attitude has been described in one quarter, 
which I am bound to regard with veneration, as ‘ correct.’ It will no 
doubt be described by others as timid. I do not much care what is 
thought of it, but I am anxious for reasons which I will explain that 
my position should be made quite clear. That position is described in 
the following extract from the opinion already mentioned : — 

ABSuming that the Govornmont of India have determined to adopt stringent 
measures for checking the alienation of land, and to make those measures of general 
application to the Punjab, subject to special exemptions, I recommend that the 
scheme accepted by the Cominittoo for dealing with permanent alienations, of which 
I have given some account above, be approved. I believe it to bo workable, and to be 
as little open to objection as any which can bo devised ; while, if successful in check- 
ing the transfer of land to tho hands of the money-lender without unduly depre- 
ciating the wealth of the zamindar or creating wide agrorian discontent, it will be a 
boop to the country, 

This, after the fullest consideration, is all I am able to say in 
favour of the Bill, and it is on this assumption and subject to this 
consideration that I shall record my vote in its favour. 

But, my Lord, it is not merely for the purpose of justifying my 
vote, still less with the object of gratifying a not unnatural desire to 
explain precisely my attitude towards a measure which will affect so 
closely the vast majority of the people of the Punjab, that I haVe 
taxed the patience of the Council with what sounds X fear too much 
like a long personal explanation. I have a more important object in 
view. The passing of this Bill is only the first act in a long dranaa. 
The working of it will be for many years the subject of anxiety to the , 
Administration. A large number of opinions have reached the 
Council, some of them professing to come from bodies of agriculturists 
who are intimately affected by tbe measure. There are no doubt 
Uaany genuine sentiments in these papers, but neither the agrieultural 
i^oUimunity nor the village money-lender have really had their 
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i!M)rliav 6 they as yet any idea how they will be affected by the 
measure. Nor, I venture to say, has any Member of Your Excel* 
lency^s Council. It is only when the provisions of the Bill come to 
be applied that we shall learn the effect of the experiment. How far 
they will depreciate the value of land, how far they will be disregarded, 
how far they will be evaded, how far they will pinch the borrower, 
b>s43iake the lender^s trade impossible, will only be revealed by degrees. 
The-^nture, which is a bold one, may be successful, or it may 
be a failure. But failure in legislation is of two kinds. A law may 
be more honoured in the breach than in the observance, and no great 
harm is done, though such laws are to some extent a source of weak- 
ness to the Administration. But if it actually results in injury to any 
class of persons, the failure is more serious. “And the question 
whether this measure will cause injury or not depends very largely on 
the ws^^ in which it is worked. The Government of India has re- 
tained in its own hands to a large extent the working of the Act. 
This seems to me not unreasonable in view of the fact that it is the 
Government of India which is responsible for the enactment. But, 
when the Local Government proposes rules or notifications under the 
Act, I hope it will be remembered that the Punjab Committee con- 
sidered that their proposals embodied the maximum in the direction 
of restrictions on alienation which could be regarded as either safe 
or desirable in the interests of the Province, and that, although a 
strong body of opinion exists in the Province, that interference with 
the right of alienation is possible and justifiable, those most nearly 
affected cannot be said to have manifested any desire for such legis- 
lation, while the Head of the Local Government, concurring with his 
predecessors, would have preferred a less drastic measure to that now 
before the Council. 

And now, my Lord, having explained the limitations under whidi 
my vote in favour of this measure will be recorded, I propose to make 
only a few remarks in regard to its provisions. As explained by the 
Hon’ble Mover in introducing the Bill, the proposals of the Punjab 
Committee constituted the foundation of the scheme which it then 
embodied; And subsequent alterations have still further assimiliated 
it to those proposals, while other important additions have been 
made which in no way n^ilitate against them and have my entife 
ooncuirence. In one respect, however, the Bill departs from the 
recommendatioi# made by the Punjab Committee. That 
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Committee contemplated no interference in respect of alienations 
of land to agriculturists. The Hon’ble Member in charge of the Bill 
explained in his speech on the 10th August last why he was unable 
to accept this view. The reason was because the agriculturist 
IS also in many cases a trader and a money-lender. Accordingly 
the Bill as introduced in September, 1899, limited the freedom 
of such transactions to members of the same agricultural tri,Vi“ 
residing in the district where the land was situated. The liLfts 
of the district* for the pui 7 )oscs of this provision might be 
extended or restricted. The term 'agricultural tribe ^ was 

similarly liable to formal definition. The Punjab opinions 
recorded on the Bill supported almost unanimously the view of the 
Punjab Committee, and advocated no restriction on alienations to 
members of an agricuHural tribe. In my opinion of the 15th May 
I strongly advocated this course, because otherwise matters -would 
be made too hard for the small proprietor of small tribes. I 
pointed out that the main object of the Bill would not thereby be 
interfered with, while its principal danger would be averted. 
With reference to this view the Hon^ble Mii. Rivaz explained that 
the Select Committee had recognized the force of the objection that, 
if free transfers were limited too strictly within the same tribe, 
the market in the case of some small tribes would be undesirably 
narrowed. Accordingly he announced that the Bill had been amended 
80 as to permit of the grouping together, when thought advisable, 
of small and what may be called cognate tribes in the same district 
or in a group of districts, and to allow permanent alienations 
without restriction within such groups. Now, the Bill itself aa 
amended and as now presented to the Council says nothing about 
cognate tribes. It merely provides in section 4 that the Local 
Government, with the previous sanction of the Governor General in 
Council, may determine what bodies of persons in any district or 
group of districts are to be deemed to be agricultural tribes or 
groups of agricultural tribes for the purposes of the Act. I still 
hold the opinion that the Punjab view is correct, and that the best 
plan would be not to interfere with permanent alienations by a 
member of any agricultural tribe to a member of the same or any 
oih^ agricultural tribe, and that provision in order to meet the 
Honible Memberis objection should, if necessary, have been made in 
Jbhe Bill. But, as this opinion has not b^en accepted by the Sde^ 
Committee, I will only record my hope that ip workiner section 4 of 
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the Bill the Government of India will disregard the suggestion, 
which is not contained in its provisions, to group only those 
tribes which are cognate, and will give full effect to the view of 
the Punjab Government and its officers in considering the recom>» 
mendations of the Local Government under section 4 of the BilU 
I cannot too strongly insist upon the view, that the great danger 
of the measure consists in the effect it will have on the small 
agricultural tribes, which will often be found scattered in isola- 
ted villages far distant from each other. The machinery for meeting 
the case of such tribes is provided in the section I have quoted, 
and I hope it will be freely utilized. 

I find it unnecessary to refer to any other provision of the 
Bill which, on the assumption which I have explained, and subject 
to the remarks I have made, I accept as the best measure that can 
be jlcvised for giving effect to the views of the Government of 
India. I shall direct my best attention during the remainder of 
my term of office to its working, and earnestly hope that it may 
conduce more than I anticipate to the welfare of the agricultural 
population of the Province. 

I will only add in conclusion that the legislation of this Bill 
needs to be supplemented by a system of Agricultural Banks, and 
that I listened with much satisfaction to the annourv''ement of my 
Hon^ble friend Mr. Bivaz that the Government of India had such a 
system under consideration, and that of the Hon^ble Finance Member 
that he regarded the project with special interest and proposed 
shortly to take it in hand. 

The Hon^ble Me. Rivaz said : — 

With reference to some of the views which have been expressed 
in the speeches just delivered, I am afmid that I must ask the 
Council to bear with me while, at the risk of exposing myself to 
the charge of wearisome repetition, I make yet a few further re- 
marks regarding that all-important part of our scheme which im- 
poses restrictions on permanent and temporary alienations. I say 
again that the main object of the scheme is to discourage, as far 
as possible, members of agricultural tribes from selling th^ 
lands. To those who, while agreeing that sales to professional 
money-lenders ought to be prohibited, yet wish to leave the 
market of sale unrestricted as regaids members of all the agrienU 

* * W . - 
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tural tribes between themselves, I wish to say, how can this be 
justified ? Our sole justification for interfering with the free 
right of sale which the Punjabi land-owner has hitherto possessed 
is that be has proved himself incapable of making proper use of this 
right, and that he has been unable to resist the temptation of rai- 
sing money on his land, even to the extent of selling it, for 
purposes of pure extravagance. If, however, we only go so far as to 
prevent him from selling his land to the professional money-lender, 
but still allow him to sell as he pleases to any member of any 
agricultural tribe, what would be tbe result ? To my mind it would 
certainly be this. We should, by thus partially narrowing his 
market of free sale, depreciate the selling value of his land 
to some extent, but not sufficiently so to discourage him from selling 
except in cases of real necessity. He would still be tempted to 
sell for purposes of extravagance, but whereas formerly, whefi he 
wanted to raise (say) one hundred rupees, he could do so by selling 
a couple of acres, he would now have to sell three. Would this be 
a fair way of dealing with the small proprietor ? He would certain- 
ly disappear under such conditions at a more rapid rate than he is 
disappearing at present. I am not prepared to say whether the 
accumulation of large landed properties in the Punjab is, from a 
political point of view, desirable or not ; but I do say most 
distinctly that it is no part of our scheme to encourage the growth 
of large properties at the expense of the small proprietor. I 
repeat that our main object is the preservation, not the extinction 
of the small proprietor. This then is my objection to keeping 
the market of free sale as wide as some desire to keep it. If, 
l^owevcr, we limit the market, as our scheme contemplates, to the 
tribe, or, in special cases, to a group of small similar tribes, 
then I claim that we are really narrowing the opportunities for 
sale to an extent which will remove the temptation to sell needless- 
ly, yet will afford a sufficient market in cases of real necessity. 
As I have said before, it is neither possible nor desirable to pro- 
hibit sales altogether. The individual must in .some cases part with 
his land, but under our scheme the powerful factor of sentiment 
comes in, and the land, though lost to the individual, is preserved to 
the tribe. If, however, in any particular case a man who is compelled 
by necessity to sell his land is really unable to find a purchaser for it 
at a fair price within his tribe, the Bill provides a leady remedy* As 
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His Honour the Lieutenant-Governor remarked, in his speech in 
this Council on the introduction of this Bill a year ago, 'there is 
nothing absolute about the restrictive provisions. The person 
who lies under the greatest disability under the proposed Bill 
can obtain a dispensation from its provisions, if due cause be 
shown.* 

Moreover, it must be remembered that, although our scheme 
imposes material restrictions on sales, it provides large facilities, 
larger, perhaps, in my own opinion as the Bill now stands, than is 
altogether desirable, for raising money on mortgage. In short, 
the key-note of our scheme is to discourage sales but to provide 
ample reasonable facilities for temporary alienation. 

The Hgn’ble Mr. Tupper said : — 

As I have been closely connected with the progress of the present 
measure in its different stages during the past four years, I am 
anxious, with Your Excellency’s permission, to take this opportunity 
of explaining why it has my hearty support. 

The reasons for adding to the already existing restrictions on the 
transfer of agricultural land in the Punjab are both political and 
economic. While I admit the force of the economic reasons, which 
have been fully explained to-day by the Hon’ble Member in charge of 
the Bill and by the Hon’ble Nawab Muhammad Hayat Khan, I wish to 
say that it is the political reasons which have most strongly influenced 
my judgment in this important matter. 

Here, as often happens in India, the political argument is in a 
measure an historical argument. It is what I have gathered during 
the course of my service concerning the political and administrative 
history of the Punjab that has convinced me of the political necessity 
of some measure of the present kind. 

The written history, the traditions, the existing tenures and the 
social institutions of the Province combine to suggest the probability 
that before any authentic and continuous narrative becomes possible 
the plains of the greater part of the Punjab were peopled by fairly 
compact emigrant tribes who either occupied the waste or drove out 
or subjugated prevmus inhabitants and possessed themselves of the 
land, practically as its masters, much in the same way as, within his- 
torical times, the Bannuchis, the Marwats and the Darwesh Kbel 
Waziris possessed the^iselves of most of the Bannu districii, and tiii| 
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Yusafzais^ Muhammadzais^ Khalils, Mohmands and Daudzais estab- 
lished themselves in the Peshawar Valley. When the Delhi empire 
fell to pieces, and in the Punjab the confusion consequent on its ruin 
was worse confounded by the successive irruptions of Nadir Shah and 
Ahmad Shah Durani, many of the tribes of the Western Punjab 
asserted an independence similar to that with which we are familiar in 
the case of the Afridis and the Orakzais. Amongst these independent 
tribes I may instance the Gakkhars of Rawalpindi, the Janjuas of 
Jhelum and the Sials of Jhang. By this time also the Sikh misU^ 
which were in origin predatory bands like those of the Pindaris, were 
acquiring or had acquired political and territorial power. The inde- 
pendent tribes came into conflict with the now formidable Sikh mti/j, 
and the muU in their turn were incorporated in the vigorous army and 
the tolerably well consolidated kingdom of Maharaja Ranjit Singh. 
In the Eastern Punjab the history was rather different. But in ' the 
border land between the Sikh and the Mahratta Powers strong Jat 
villages frequently defied all authority ; and the Sikh midfiy as in the 
Central and paHs of the Western Punjab, acquired dominant autho- 
rity in the country between the Sutlej and the Jumna. The composi- 
tion of the Sikh muU is somewhat obscure, and the muh certainly 
often included men other than those belonging to the dominant clans j 
but I think I may safely say that the midi were mainly recruited from 
Jats, that is, from men of those very agricultural tribes thickly 
clustered in the central Punjab whom it is an object of the present 
measure to maintain in the enjoyment of their ancestral lands. 

Now, one result of all the history is that we still have the lands 
of the Punjab plains held largely, though not exclusively, by tribes of 
bold traditions and high spirit, whose courage and love of adventure 
commands the hearty sympathies of men of our race, but whose in- 
herited qualities, formed in times of war and depredation, are far 
better suited to success in the field of battle than in the Courts of law. 
No one wishes men of this type, whose courage in our cause has again 
and again earned our gratitude, to be dispossessed of their ancestral 
lands. I say no one advisedly, for I do not believe that even the 
trading classes, who, by the undesigned effects of our system, are 
being drawn into the possession of some of these lands, really them- 
' selves desire the social revolution which would ensue if we did not 
interfere to check that process while there is still time to check it with 
f^ect The insidious danger with which the old dominant agricuitttral 
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tribes are threatened under our rule is not, I think, due to any 
deliberate design or wish to oust them from their possessions, but to 
the scope allowed to perfectly reasonable commercial instincts from the 
time when law and order superseded the anarchy and turbulence of 
former days. And these commercial instincts, even though they do 
not evoke enthusiastic sympathy, we, w^ho belong to a pre-eminently 
commercial nation, can regard at least with justice and respect. 

In truth, the contest betw^een the agricultural tribesman and the 
money-lender for the sources of wealth which have been so enormously 
developed in the Punjab during the last half century seems to me 
to have been quite inevitable. It has been suggested that the present 
legislation is revolutionary in character and unsuited to the social con- 
ditions which exist in the Punjab. I venture to think that the 
converse is true. The object of this Bill, as I understand it, is to 
averfr a social revolution, not to create one. The Bill is conservative 
of the possessions and status of the classes who were dominant before 
our day and still represent by far the most important political forces 
which we have to take into account in this part of India. It haa 
been cautiously devised by the co-operation of many authorities to suit 
the peculiar social conditions which have followed upon the regular 
working of British Law Courts in what was once the kingdom of 
Ran jit Singh. ^ 

It would be possible to take this Bill clause by clause and show 
how each is intended to harmonise either with the rural economy of 
the Punjab at large, or with the administrative system which we have 
established there. I do not propose to occupy the time of the 
Council with any such detail ; but we may take as an illustration a 
main principle of the Bill, namely,, that as between certain classes 
permanent transfers of agricultural land shall be allowed only with the 
sanction of a Revenue-officer. Restrictions on the transfer of land 
are, as my Hon^ble friend Nawab Muhammad Hayat Khan and the 
Hon’ble Mr. Fanshawe have pointed out, no novelty in the Punjab* 
There were administrative restrictions dating from 1850, referred to by 
His Honour the Lieutenant-Governor in paragraph 6 of his 
memorandum on the proceedings of the Simla Committee of 1808, of 
which the object was really the same as one object of the present Bill, 
that is, to prevent the transfer of land to strangers unconnected with 
the village community. There are still the restrictions, arising out of 
the claimB of reversioneA under the customary law. There tbf 
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restrictions^ which in cases affecting certain classes we are about to 
make absolute, on the sale of agricultural land in execution of decrees. 
All these restrictions have failed for various reasons to avert what 
some of us have at length, after fifty years of British rule, been 
convinced that it is most necessary to avert — I mean a direct though 
never-desired and never-intended consequence of the establishment 
of that rule on the position of the old agricultural tribes. 

The early administrative restrictions took their later form in the 
law of pre-emption. That law in itself was insufficient — for this 
reason amongst others, that it deals with the issue perceived by the 
first administrators of the Punjab, the issue between the village- 
community and the outsider, and does not deal with the much wider 
issue now seen to have been developed — that between the trading 
classes and the old agricultural tribes. Moreover, that law, as it has 
come to exist, actually admits the outsider whom it was the original 
intention to exclude. This defect will, I hope, bq shortly remedied 
by a Pre-emption Bill to be introduced in the Punjab Council, partly 
on its own merits, and partly as being supplementary to the present 
measure. The customary law relating to the claims of reversioners 
is wholly insufficient, both because its action depends on the interests 
and even the caprice of individuals, and because, while alienations 
may be made in case of necessity, necessity has been held to exist in 
money if wanted for just debts. Finally, the Punjab rules as to 
sales in execution of decrees have been evaded by resort to mortgages 
by conditional sale. I do not pretend that the step we are now taking 
is pot a momentous one ; but to my mind it seems just as much a 
. natural consequence of the administrative history of the Province as 
the retention of the zamindar in the possession of his ancestral lands 
is a political necessity arising out of its political history. Restric- 
tion after restriction has either missed its actual mark or has other- 
wise failed to secure that retention. Is it not at least reasonable that 
we should now intervene, and that in the directest fashion by the 
present legislation ? 

As to temporaiy transfers, if the mortgagor is not a member of 
mn agricultural tribe, or if he is such a tribesman, and the mortgagee 
is a member of the same tribe, or of a tribe in the same group, there 
is no change in the law except in so far as the Bill gives power to 
detemine what bodies of persons shall be deemed to be agricultural 
tribes* In other caaes we have been guidej by experience in selecting 
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for adoption those forms of mortgage which are believed to he least 
harmful to the agricultural debtor ; and because some forms of mort- 
gage and conditions of mortgages not recounted in the Bill may 
nevertheless turn out to be innocuous, we have guarded the position 
by enabling the Local Government to add to the forms of mortgage 
and conditions so enumerated. This is one of the many precautiona 
we have taken to ensure that the Bill shall not jar with the common 
customs of the peasantry. 

Lastly, I wish to express my concurrence with some of the re- 
marks of the Hon^ble the Nawab in regard to the trading classes 
from whom most of the opposition to this measure proceeds. I agree 
in the assertions made by him and in some of the papers connected 
with this Bill as to the important and useful place which’the village 
money-lender occupies in the agricultural system of the country, 

I hope and indeed believe that the more enlightened members of the 
trading classes, all of whom have benefited enormously by British 
rule, will recognise that in the present legislation there is neither any 
hostility to them nor any disregard of their just rights. We do not 
indeed wish them to supplant the zamindars, and so far as we can we 
intend to prevent their doing so. But we mean that the zamindars 
shall pay their just debts ; and I have heard to-day with much 
satisfaction that measures are in contemplation which will enable men 
of the trading classes, — or indeed of any class, — who hold decrees 
in their hands, to get their money for them more easily than is often 
the case now. I would repeat here the remark that I have made 
elsewhere that a far-reaching measure of the present kind is the 
more likely to succeed if it does injustice to nobody. It is . not, in 
my opinion, in any way unjust to the sowkar. It leaves open a wide 
field for the investment of capital in the customary way in mortgages 
of a suitable description — mortgages which do not need the sanction 
of any revenue authority but are necessarily subject to the essential 
condition that the mortgagor who is a member of an agricultural 
tribe shall not be permanently dispossessed. Is it too much to ask 
the iowkur, who owes so much to law and order and improved 
communications and the assistance of the courts, to be content without 
the permanent possession of lands which are in the hands of th^ir 
ancestral proprietors a strength to the State, but would be in his 
hands a danger to himself, even sometimes as it is, and more oertairdy 
and widely should the la^ and order on which his tenure depends be 
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at any time temporarily interrupted ? The permanent transfer of the 
ancestral lands of the agricultural tribes to the trading classes does 
no good whatever so far as I can see, not even economic good, for 
the agricultural tribes are the better agriculturists : and on the 
historical and administrative grounds which I have explained I 
heartily rejoice that Government has determined as far as possible 
to put a stop to it. 

His Excellency the President said : — 

When the Government of India utilises its legislative power 
to pass what is certainly a drastic, and has been described in the 
course of these debates as a revolutionary, measure, afPecting any 
subject, but more particularly affecting the land, there are two 
questions as to which it should, in my opinion, satisfy itself. 
The first is — has the existence of an evil, calling for legisla- 
tive interference, been established ? The second is — iff the 
particular legislation proposed tbe right remedy ? 

The first of these questions we had answered to our own satis- 
faction a year ago, A careful study of the reports and returns, 
extending over a period of more than thirty years, had convinced 
the Government of India that the alienation of land in the Punjab, 
practically initiated by the British Power after annexation, is 
progressing with increased aud alarming rapidity ; that in conse- 
quence of this progress land is passing away from the hands of the 
agricultural classes whom it is our policy to maintain upon it, and 
into the hands of classes or persons who, whatever tbe part that 
they may play in tbe economy of agrarian life, are not, in our 
judgment, either necessary or desirable as land-holders ; and that 
consequently a grave political as well as economic danger threatens 
the province, which it is the bounden duty of Government to avert. 
.!N'othing that has occurred in the interim has tended to shake our 
confidence in the substantial justice of tliis conviction, On the 
contrary, I think that it has been strengthened by the evidence 
that has since poured in. We have been told, it is true, that there 
,jpan be no political danger in leaving things as they oi'C, because 
the discontent of the Punjab peasantry is never likely to take the 
form of active rebellion. I should be sorry to think that our 
|K>litical objections to a continuance of tbe Mus quo were sup- 
posed to be based upon such fears as these. It is not a disloyal 
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peasantry that m apprehend. It is a despondent, debt-ridden, 
expropriated and impoverished land-owning class, particularly 
a class recruited from the stable and conservative elements so 
forcibly described by the IIon’ble Mb. Tuppeb, which would be both 
a source of weakness to the province and of alarm to the State, 
Again, it has been said today that the sotokar is a very useful and 
even indispensable factor in rural life, who is quite content if 
he secures his reasonable profits, and has no a priori appetite 
for land. So far as I can see, the model money-lender whom I have 
described, and whose utility I do not dispute, will not be at all 
injured by this Bill. The zamindar will still require money, and 
the haniya will continue to provide it. But it is the Siiylock, who 
insists upon his pound of flesh, and who, under the existing system 
is in the habit of taking it in land, because it is the one security 
whidh lys debtor can furnish, at whom we aim. A money-lending 
class I fully believe to be essential to the existing organisation 
of agrarian life in India ; but we do not desire to see them convert- 
ed into land-grabbers, either voluntary or involuntary, at the 
expense of the hereditary occupants of the soil. 

I do not, therefore, feel any doubt as to the seriousness of 
the malady which we have been called upon to diagnose, and for 
which, if we value our responsibility, it is our duty to prescribe. 
But there arises the second question, whether we have or have not 
adopted the right prescription. 

Now, there is one objection that has been raised to our Bill 
which would equally apply to any Bill. It has been said that social 
customs and institutions cannot be changed by arbitrary dispositions, 
either of law or executive authority ; that they should be allowed 
to work out their own salvation ; and that, in the process of what 
is described as evolution, but is in reality only blind and irres- 
ponsible abnegation of control, the desired reform will some day 
come. With me this argument carries no weight ; for it is the 
argument, both of the optimist, in so far as it cheerily but thought- 
lessly assumes that things, if left to themselves, will come 
right in the end, which I may observe in nine cases out of ten 
is not the case ; and of the pessimist, in so. far as it contends 
that Governments ought not to attempt to solve problems, because 
their solution is hard ;• while it is also in direct violation ^ 
historical facts. If silGoessiTe British Governments had cootentedljr 
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•coepted the proposition that social and agrarian evils are not 
to be rectified by legislation, where, I wonder, would the boasted 
advance of the nineteenth century have been ? How would the 
men in our coal-mines, the women and children in our factories, 
ever have secured the full protection which they now enjoy ? Would 
labour have emancipated itself from the all-powerful control of 
capital ? Had they not been guaranteed by legislative enactments, 
where would the valued privileges of compensation for improvements, 
compensation for accidents, compensation for disturbance, have been ? 
Even in India itself how should we have built up the fabric of 
social and agrarian rights without the instrumentality of the law ? 
Finally, as regards this particular case of land in the Punjab, 
I do not see how there can be anything immoral or revolutionary in 
taking away or modifying a privilege which, it is proved beyond 
possibility of doubt, was for the most part one of our own arbitrary 
creation. If it is an improper thing to diminish or * destroy 
proprietary rights in land because it involves an interference 
with the course ‘of nature, equally was it an improper thing to 
create them as we did fifty years ago, when they did not already 
exist. You cannot apply the argument at one end of the scale, 
without admitting it at the other. This is the answer to the plea 
of inviolable promises and inviolable i*ights that was put forward 
today by 'Sir Harnam Singh. The objections in principle to legisla- 
tion of this description may, therefore, I think, be disregarded. 

There remains the question whether this particular Bill and the 
methods to which it proposes to give the sanctity of law are the best 
remedy that could have been devised. I have been a good deal struck 
in the discussion, both in Council and in print, by the absence of 
4hy alternative prescription. Inaction, I may point out, is not an 
alternative. It is only 'an evasion of responsibility. lt%>es not, of 
course, follow, because no other suitable or likely remedy has been 
ppinted out, that ours is the sole or the right one. Such a contention 
would be both illogical and foolish. But given an evil which all 
admit, if the method of cure or rather of prevention which is suggested 
by the responsible physician is questioned either by the patient or 
By the public, the om%, I think, lies upon the latter of indicating 
a better plan. The fact that in the present case no such rival panacea 
bad been forthcoming leads me to claim that the Government proposal, 
it be sound or unsound, at any rate Iholds tbd field. 
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I now turn for a few moments to the Bill itself. It will not bo 
denied that we have proceeded with the various stages of its growth 
and enactment with singular care and deliberation. The Bill in its 
original shape was the out/Come of jears of patient study. In the 
form which it has now finally assumed, it also bears the impress of 
repeated reference, of diligent reconsideration, and of an anxious desire 
to meet, in no dogmatic frame of mind, the criticisms whether of 
expert authority or of public opinion. We should, I think, have 
been very obstinate and unwise had we adhered to every clause, or 
even to every leading feature of the Bill, as introduced last year* 

It was emphatically a case in which a reasonable spirit was called for, 
and in which some concession was required 'to the arguments of 
opponents, not for the mere sake of compromise, but in order to 
bring the measure into closer harmony both with the feelings of tho 
community and with the needs of the case. It is in such a spirit 
that the Bill has been conducted through Committee by the Hon^bud 
Me. Rivaz, on whose behalf it will, I am sure, be admitted by all 
of his colleagues that if he has been clear as to where to stand firm, 
he has also known exactly how to conciliate and where to yield. Aa 
a result of the labours of the Select Committee, for which I must, 
on behalf of the Government of India, thank all its members, the 
Bill now emerges a more efficient, a more elastic, and therefore ia 
more workable, measure. In the old Bill, for instance* the Revenue- 
officer’s authority for every permanent alienation of land was made 
obligatory even in cases of merely formal sanction to alienation 
between non-agriculturists. Now this sanction has been wisely dis- 
pensed with. Next, we have extended the maximum period of 
mortgage, when made by a member of an agricultural tribe outside 
his tribe or group of tribes, from fifteen to twenty years ; we have 
added another form of mortgage which is likely to prove both ser^ 
viceable and popular j and we have given power to the Local Govern- 
ment to prescribe, in case of necessity, yet other variations. These 
are only a few among the many changes, and, as I think, improve-, 
ments which have been introduced into the Bill. I do not say that 
they have converted it into a perfect measure. I have seen enough 
of agrarian legislation in the British Parliament to know that it never 
attains perfection, that it often fails in what are thought in advene^ 
to be its most certain efiects, and that strange and unforeseen conif^ 
^uenoes ensue. No doubt our Bill will not diiO^er from English i(g ^ 



ihUa iim&TmoNS on AiisNAiiON 6v tAibl. 

Irish Land Bills in this respect. Some of its provisions will not do 
what is expected of them. Others will meet with a surprising and 
unexpected vogue. That is the fate of all experimental legislation 
and that we are making a great experiment I for one have never denied. 
Given the desirability of making it, which I have already argued, 
the utmost that we can do is, as far as possible, to anticipate every 
likely consequence, and to graft upon it the wisdom of the most expert 
intelligence. 

There are some features in the Bill upon which I admit that the 
arguments are very evenly balanced. It has been said, for instance, 
lhat we have drawn the restrictions too tight, that the phrase ' agricul- 
turist * is too narrow and inelastic a term, and that there should be 
no restriction upon dealings between members of that class. I am 
not insensible of the danger of unduly narrowing the market for the 
compulsory vendor, or again of excluding as a purchaser the bon/fjide 
cultivator who may not happen to fall within the agriculturist defi- 
nition. But, on the whole, I think that in these respects we have 
gone as far as prudence and the main principles of our legislation 
allow. The embarrassed land-owner should find a sufficiently wide 
market within the limits of hi? tribal group; while the category 
of agriculturists is, as has been shown, neither so rigid nor so exclu- 
•ive as has sometimes been assumed. Money-lenders are inside as 
well as outside it ; nor need the credit of the debtor be permanently 
impaired for lack of a partner to the desired transaction. 

^8 regards the future of this legislation, I will not be so rash as 
to prophesy. I should be treading upon too uncertain ground. One 
thing only I will predict, namely, that the gloomy forebodings of its 
.opponents will not be realised. The case for the Opposition, as I 
inay call it, has been stated upon a previous occasion in this Council, 
tnd again to-day, as well as in a printed Minute of Dissent, by the 
Hon'blb Sir Harnam Singh. If we are to believe the opinions 
which he has expressed or recorded at different stages, and I quote 
hk actual words, the majority of the peasaut-proprietors of the Punjab 
are to be reduced by this Bill to a state of serfdom worse than that of 
the Middle Ages; it is to be followed by the impoverishment 6f 
nrillioos of men living upon the soil; it is to doom the people to, 
perpetual misery, and to destroy their happiness and contentment; 
pi^tige will be rudely shaken ; agricultural credit will H 



destroyed ; and the progress of the province will be retarded for at 
least fifty years. Every age and every epoch has had its Cassandra; 
and I do not complain of my Hon'ble friend for donning the familiar 
garb. I venture^ however, to think that if his superlatives had been, 
fewer, his invective would have been more convincing, and that his . 
vaticinations wilt be found to have been a good deal exaggerated. If 
this be so, I am confident that no one will be better pleased than 
the Hon^ble Member himself. I will not rush to the opposite ex- 
treme. I have no intention of claiming that universal peace, or 
prosperity, or affluence will settle down upon the land in consequence 
of this Bill. Far from it. There are many questions as to the future 
to which I should hesitate to give a confident reply. Will this 
measure really secure to the agricultural tribes of the province the 
full possession of their ancestral lands? Will it restrain them from 
reckless borrowing? Will it save them from the mesh of the usurer? 
Or, while protecting them from usurers of other castes, will it hand 
over the feebler and less thrifty units in the class to the richer and 
more powerful members of the tribe? Or, again, will it effectually 
divorce the money-bags of the province from the one form of invest- 
ment which has always been dear to successful speculation? It 
would require a keener insight than mine to answer such question! 
with any certainty. It may be permissible, however, to anticipate 
that while all of these consequences will to some extent ensue, no 
one will follow to the exclusion of the others. The moneyed clasaei, 
the nouveaux riches^ will still have their opportunity of obtaining land, 
but not on such easy terms as in the past. The agricultural tribes- 
men will not all in a moment be converted to frugal or provident 
habits ; but the opportunities and the temptations of borrowing will, 
it is hoped, be less. The weakling and the spendthrift will still go 
under, and his possessions will pass to his stronger brethren. But 
the transfer will be more frequently to men of his own tribe or tribal 
group, and less frequently to outsiders who are not connected either 
with the traditions or with the traditional occupation of the province* 
The transition will not be abrupt or sensational. It will be enough 
if, though gradual, it is sure. I shall myself watch the venture 
with the warmest sympathy and interest, not merely because I haye 
been head of the Government of India at the time when this Bill 
haa passed into law, nor because I know it to have been framed wi^i 
ithe most conscientions rqgard for the public interest, but becauna ;it , 





w the firet serious step in a movement which is designed to free the 
agricultural classes in this country — the bone and sinew of our 
strength — ^from an incubus which is slowly but steadily wearing 
them down. 



The Punjab Alienation op Land Amendment Bill, 1906, 
Statement of Objects and Reasons. 

The first and most important amendment contemplated by the 
present Bill is the abolition of the statutory agriculturist. This is 
effected by the repeal of section 2 (^) and of section 8 {1) [h) and the 
proviso thereto. 

The experience gained of the working of the Act has shown that 
there are grave objections to his existence. The fundamental objection 
is that the so-called agriculturist is in many casgs not an agriculturist 
at all, and that when he is not a member of a notified agricultural 
tribe he frequently belongs to the bania class whose acquisition of 
the .lands of agricultural tribesmen it is the primary and avowed 
object of the Act to prevent. In every village where there are agri- 
culturists who are not members of an agricultural tribe, there is a 
standing menace to the successful working of the Act. If a bania 
has held land for 30 or 40 years in a village, he does not cease to be 
a bania ; and if he is a land-owner, it does not follow that he is not 
also a money-lender. There is nothing in the structure of rural society 
in the Punjab to separate banias who have held lands since the first 
Regular Settlement from others. At present such a bania is in a 
position of great advantage, because the door closed upon the mass of 
the money-lending classes is left wide open to certain members of 
those classes who in the absence of competition of their class have 
better opportunities now of permanently acquiring the lands of zamiu- 
dars than they had before the Act was passed. 

Agriculturists who are not members of notified agricultural tribes 
will be found to belong to one or other of the following groups, 
namely, — I banias, that is, village shop-keepers, grain-dealers and 
money-lenders, whatever their caste or tribe ; II Hindu settlers who 
are not money-lenders ; III village menials ; and IV tribes practising 
agriculture, but usually having also various other avocations, such ai 
trade, money-lending, military or other service, and the like. TR 
eases of individuals falling under groups 1, II and III could, it i 
considered, be quite adequately met by the power to sanction per 
manent alienations conferred on Deputy Commissioners by section 3 (2 
of the Act. As regards groups of persons falling under gtoup IV 
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there is the power to notify them under section 4 of the Act. They 
frequently petition to be notified, and the facts are examined from time 
to time, and if it is possible, consistently with the objects the Act, they 
are notified accordingly. 

The inclusion of the statutory agriculturist has led to great diffi- 
culties in the working of the Act. The status is a highly technical 
one, and the people and many Revenue Officers have had great diffi- 
culty in comprehending the exact position which he occupies under the 
Act. In some districts the records of the first Regular Settlement, or 
of the Settlement fixed for the purpose of determining who are agri- 
culturists, do not contain the names of all the proprietors or occupancy 
tenants which renders it difficult to determine whether persons claim- 
ing the status actually possess it. A further difficulty has been 
caused by the necessity of providing that the Revenue Records shall 
show details of land purchased by agriculturists from members of 
agricultural tribes for the purpose of checking subsequent sales of the 
same land , — vide the proviso to section 3 (i) {1) of the Act. These 
difficulties are not of great moment : the real objections have been 
stated above. The statutory agriculturist appears to have been the mere 
creature of the fears with which the working of the Act was re- 
garded by those who had no real faith in its principles. The experi- 
ence now gained shows that those fears were not justified. His 
abolition is proposed not because the working of the Act shows that 
he is already absorbing the lands of zamindars, but because the Act 
gives him the opportunity to do so and because it is a flaw in prin- 
ciple to exclude the hania in a great mass qf cases and admit him in 
a comparatively few on the basis of an accidental circumstance uncon*- 
nected with the structure of rural society in the Punjab, viz,, the 
' date of the first Regular Settlement. 

It is to be noted also that he finds no place in the Act as modified 
to its application to the North-West Frontier Province by Regulation 
\ of 1904, and the same omissions as are now contemplated have 
been made in the Bundelkund Alienation of Land Act ( 2 of 
11108). 

In connection with this amendment it is intended to repeal^ the 
provision in section 4, requiring the previous sanction of the Governor- 
General in Council before a tribe is notified as an agricultural tribe^ 
The Act is no longer an experiment, and th^ liocal Government may 
%ow be well left to decide what tribes shall be notified. The queaiaou 



BBSmiCnONB ON THE iUBNATION OP I»ANM. 283 

lias become a purely local one full of local detail, and it is thought 
that the Local Government may be left to freely exercise the power of 
admiting tribes to the protection of the Act. Such admissions are 
now the more necessary in consequence of the abolition of the statutory 
agriculturist. 

It has been decided to include definitely any right of occupancy in 
the expression ^ land’ as defined in section 2 (5) of the Act. This 
is in accordance with the judgment of the Chief Court, No. 11 P. R., 
1904, and also assimilates the present definition to that which has 
been ado])ted in the Punjab Pre-emption Act, 1905, with the exception 
that tlie restrictive words therein are omitted, as instances of occupancy 
rights may possibly be met with which have been acquired otherwise 
than under an Act of the Legislature. 

The definition of permanent alienation has also been amended so 
as to*inelude grants of occupancy rights and gifts for religious or 
charitable purposes. The former amendment is consistent with the 
decision that ^ land’ shall include occupancy rights while the latter is 
proposed in order to avoid a possible evasion of the Act. In the case 
of bond fide gifts for religious or charitable purposes the amended 
proviso to section 3 {2) provides that sanction thereto shall always be 
given. The policy of treating these gifts in a liberal spirit and in a 
manner which is likely to be approved by popular sentiment is thus 
maintained. 

The right of pre-emption given to a landlord in the case of a trans- 
fer by his occupancy tenant was expressly saved in the Punjab Pre- 
emption Act, 1905. The provisions of sections 53 and 54 of Punjab 
Tenancy Act, 1887, are not expressly saved or repealed in the Punjab 
Alienation of Land Act, 1900, with the result that the right given to 
the landlord in express terms by Statute is not taken away and is not, 
it is thought, even limited by the necessity of obtaining sanction. It 
is not thought necessary at present to take away the right, but it is 
thought necessary that the Deputy Commissioner should be kept in- 
formed of such alienations in order to check evasions of the Act. By 
the section it is proposed to insert as section 2-A, it is therefore pro- 
vided that the provisions of the Act sliall apply to these alienations 
notwithstanding the provisions of sections 58 and 64 of the Tenancy 
Act, but in the new proviso to section 8 {2) it is provided that sanction 
shall always be given. 
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In the cases specified in section IS of the Act the Deputy Com- 
missioner is expressly empowered to eject the person wrongfully in 
possession and to place in possession the person entitled to it. No 
such express provision is made in respect of a mortgagee without pos- 
session who may become entitled to an usufructuary mortgage under 
section 6 (i) [b)y nor in respect of a mortgagor who under section 7 
(2) may redeem his laud. It has been thought expedient to make 
it clear that a Deputy Commissioner may complete the case without 
compelling the parties to go to another tribunal before those entitled to 
possession can enjoy it. The power of a Deputy Commissioner should, 
however, be so limited as not to affect the claims of persons other than 
the parties before him who may have obtained possession. Sections 
6 and 7 have been amended accordingly. 

Section 9 has also been amended to provide for a case which 
has not been infrequent in practice. A mortgagee put to his election 
asks for a fresh mortgage which the mortgagor refuses to execute. 
Matters are then at a deadlock. The mortgagor, it is true, if he re- 
fuses the help offered, might be left to his fate and the mortgage 
might be foreclosed against him precisely as if section 9 (2) did not 
exist. But the refusal is generally due to ignorance and suspicion, 
and to leave him to his fate would be entirely to the advantage of the 
mortgagee. It is an object of the legislation to protect the ignorant 
mortgagor and to protect his heirs, and to prevent the land going from 
the family. Power has therefore been given to the Deputy Commis- 
sioner to execute the mortgage on his behalf. The case only arises 
t^here there is a condition intended to operate by way of conditional 
sale in a mortgage made before the commencement of the Act, but 
these will continue to be dealt with for a good many years to come, 
and the amendment is therefore considered advisable, 

A new section has been added after section 21, It follows section 
27 of the Punjab Pre-emption Act and enables a Deputy Commis- 
‘sioner to take action in respect of a decree or order of a Civil Court 
which appears to him to be contrary to the provisions of the Punjab 
Alienation of Land Act, It will enable a check to be placed on 
attempts, collusive or otherwise, to evade the Act, and provides a 
ra&aedy against mistakes of subordinate Courts, 



[Extracts from the proceedings ofiJie Ennjah Council dated the 
2m October, 1906, ] 

Punjab Alienation of Land Act Amendment Bill, 1906. 

The Hon^blb Mb. Gobdon said : — 

The Punjab Land Alienation Act which has now been in force 
since 1900 was the outcome of long years of discussion. Although 
it had come to be clearly recognised that something must be done to 
arrest the process of transfer of land from the agricultural population, 
there was still plenty of room for difference of dpinion as to the way 
in which this object was to be attained. Even the keenest supporters 
of the present Act, and those who were responsible for it, might well 
be inclined to entertain doubts as to the precise effects of what was 
fully recognised to be a legislative experiment of a rather revolu- 
tionary character. There was nothing which could give any certain 
indication of what those effects were likely to be. 

Looking back on six years of practical working of the Act, I 
think we may safely say that it has been a success beyond the expecta- 
tions of its most ardent supporters. Tliat is a subject, however, on 
which it is unnecessary for me now to enlaige. The point on which 
perhaps the most serious apprehension was felt was that the Act, 
instead of conferring a benefit on the class for, whose protection it 
was meant, would cause serious inconvenience to them by the con- 
traction of credit. It was feared that the money-lending class woul4 
not continue, under the altered conditions, to make the necessary 
advances to the zamindars, and that the latter would not be able to 
get along without the assistance of this nature on which they had 
so long depended. We now know that this apprehension has not 
been justified in practical experience.. Unlimited credit has undoubt- 
edly been contracted, the village money-lender is not perhaps now 
so keen on pressing a loan on the reluctant zamindar, and the latter 
may find it more difficult to obtain the necessary funds for reckless 
expenditure. But there is nothing whatever to show that, as a result 
of the Act, the zamindar has been hampered in his business and in his 
daily life by the difficulty of getting ready money when he requires 
it. Looking at the working of the Act in this direction, it may bs 



m 


nJSSTEICTiONS ON ALIENATION OP LANDS. 


said that it has had a tendency to enforce thrift without causing any 
general inconvenience. 

It was inevitable, considering that the present Act was in the 
nature of an experiment, that some defects would come to light in 
its working. That so very few defects have been discovered appears 
to me to demonstrate the wisdom and foresight of those who were 
responsible, for framing the measure. The objects of the Bill which 
I will presently ask leave to introduce are to effect one alteration 
which may perhaps be regarded as radical, and to remove certain 
defects in detail which have made themselves apparent. * 

One very striking feature of the Act is that, while the non- 
agricultural classes are excluded generally from the power of acqui- 
ring land belonging to the agricultural class, this exclusion was 
relaxed in the case of a small portion of the former. The relaxation 
was undoubtedly due to the apprehension I have already alluded to. 
The genesis of the statutory agriculturists may be said to have been 
the result of the fear that undue economic inconvenience might result 
from the exclusion uno iciu of the entire money-lending class. 

Except to the initiated the k^rm agriculturist would certainly 
convey an erroneous impression of what it was intended to cover. 
The word had come to be used in connection with the revenue statis- 
tics of the Province to denote a person whose hereditary occupation 
was not agriculture, but who had acquired property in agricultural 
land. Wo had come to make a distinction for statistical purposes 
between those who had recently become land-owners and those who 
had been land-owners for some time, The latter were known an 
old agriculturists, and it was this class in whose favour it was decided 
to relax the exclusion from the power of acquisition. It was neces- 
sary to draw some artificial line of distinction between the two classes 
of non-agricultural land-owners which we were creating, t.tf., those 
on whom it was considered desirable to confer the power of acquisi- 
tion because of the fact of their having held land for a long time, 
and those who had acquired land more recently and were therefore 
held not to be entitled to the privilege. This was effected by defining 
in the Act an agricidturist to mean any person who in his own name 
or in that of his ancestor in the male line was recorded as an owner 
or . as an occupancy tenant at the first Regular Settlement of his 
district. But the framers of the Act did not go so far as to extend 
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tbe advantages which the privileged positipn involved to all who 
came within the definition, and section 3 (1) {b) permits permanent 
alienation of land. by a member of an agricultural tribe only to a person 
who ^holds land as an agriculturist in the village where the land 
alienated is situated/ Thus the privileged agriculturist owed his 
position to two circumstances which might be purely accidental, the 
point of departure in respect of the original acquisition being taken 
to be the first Regular Settlement, while the second accident was 
that of the acquisition having been made in the particular village. 

It was not to be expected that a distinction of such a highly 
artificial nature would be at once understood even by those directly 
affected. The ordinary zamindar at once grasped the fact that he could 
not in future make a permanent alienation o£ his land except to one 
of his own class ; but the privileged agriculturist was beyond not 
only his comprehension, but also as a rule that of the agriculturist him- 
self, and, it may be added, of tlie ordinary run of subordinate officials 
who had to deal with the details of the working of the Act. Owing 
to this and other reasons, it has come about that comparatively little 
use has been made of the permission to make permanent alienations to 
statutory agriculturists, while we have the broad fact that, notwith- 
standing this result, the Act lias hitherto worked with all the success 
that could be desired, and without any of the anticipa];ed economic 
difficulties in view of which the statutory agriculturist was created. 

It has thus been proved in practice that the statutory agricul- 
turist is not a necessity for the working of the Act. It has also been 
proved that the maintenance of this artificial class is highly incon- 
venient. The arbitrary line drawn by the Act as to the time before 
which the qualifying acquisition must have been made works most 
irregularly. First regular settlements were effected in the Punjab 
between the years 1837 and 1870, or even later. Each claim to be 
an. agriculturist requires special inquiry, and there are many troubles 
and uncertainties involved in the determination of the question; 
Moreover, further permanent alienations by an agriculturist alienee 
are subject to special restrictions, and this involves ear-marking the 
areas concerned, while there are other numerous complications which 
need not be detailed. Those reasons fully justify the conclusion 
that ' the confusion and trouble caused by the introduction into tl^ 
Act of the staMarg agncuUumt are such as would only be justified 
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b 7 a very much stronger demonstration of the necessity and utility of 
the provisions (to this effect) than has so far been brought to notice.’ 

There is the further consideration of the mischievous effects 
which are likely to ensue unless the statutory agriculturist is eliminated. 
The agriculturist of the Act belongs in the great majority of cases to 
the money-lending class from whose encroachments we sxiecially desire 
to protect the Punjabi peasant, and there are indications which dearly 
point to the necessity of protecting the latter against the statutory 
agriculturist. There appears to be every probability that, unless we 
interfere, considerable quantities of land would before long pass from 
the agricultural to the privileged iiortion of the money-lending class. 
There is the further real danger of the privileged agriculturist taking 
over the debts and mortgages of other moiiey-leiidcrs who have not 
the favoured status and then proceeding to acquire the lands of the 
indebted peasants. 

3 

I should add that wlien the Punjab Act was extended to the 
North West Frontier Province in IKOl the provisions relating to the 
statutory agriculturist were cut out. Again, in the Bundelkhand Act, 
(1903) there is nothing to corrcsiJond to the agriculturist of our Act^ 
while in framing the Punjab Pre-emption Act, 1 905, we studiously 
avoided the insertion of any provisions based on the presumption 
that the statutory agriculturist was a permanent feature in our 
legislation. 

For the reasons which I have detailed, not, I hope, at too great 
length in view of the importance of the matter, the general conclusion 
li» been accepted ‘that the introduction of the agriculturist into the 
le^slation of 1900 was unfortunate, and that the artificial provisions 
then inserted may now be abrogated as being unnecessary, inconvenient 
and mischievous.’ The main object of the present Bill is to give 
e&ct to that conclusion. 

The opportunity has at the same time been taken to provide for 
certain .minor alterations in the Act which the experience of the last 
six years has shown to be required. These alterations fall under 
•iz heads, concerning — 

(♦) the effect of the Act on occupancy rights ) 

(m) the treatment of gifts for religious or charitable purposes j 
(mV) tiie authority required for notifying agricultural tribes. 
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(iv) the enforcement of the provisions of the Act regarding tem* 

porary alienations ; 

(v) the completion of the existing provisions regarding the con- 

version of conditional sales into temporary alienations. 

(v») the relation of the civil courts towards the executive in the 
administration of the Act. 

I will now deal with each of these heads in the order given. 

(i) First as regards the question of occupancy rights. It was the 
intention of the framers of the Act tha-t the provisions of the Act 
should not apply to occupancy lights, probably because it was thought 
that the Punjab Tenancy Act did all that was required in the direction 
of restricting the alienation of such rights. In 1904, however, the 
Chief Court ruled that the definition of land in the Act did include 
such rights, and that decision has been since acted on. It has now 
been decided to remove all further room for doubt and to confirm 
the present practice by expressly including occupancy rights in the 
definition of land which the Act contains. 

An obvious device for evading the provisions of the Act was for 
a member of the agricultural class to confer rights of occupancy on a 
person in whose favour he could not effect an alienation of proprietary 
rights. It has, therefore, been thought advisable to inckde the grant 
of occupancy rights in the definition of permanent alienation given 
in section 2 (4) of the Act, so that under section 8 such grants may, 
if necessary, be prevented where the alienee is not a member of an 
agricultural tribe. I should explain, however, that there is no in- 
tention to prevent the Deputy Commissioner sanctioning such aliena- 
tions where the object is to promote agricultural development by 
giving favourable terms to new settlers and the like. 

Another point in connection with occupancy rights is that under 
sections 53 and 54 of the Punjab Tenancy Act a landlord can claim 
pre-emption in the case of a sale of, or foreclosure of a mortgage on, 
aright of occupancy. These sections afford a possible means of 
evading the provisions of the Liand Alienation Act ) and, while 4.t is not 
intended to place restrictions on the hond fide exercise of the right of 
pre-emption by landlords who do not belong to the agricultural clasi, 
it is considered advisable that such transfers should be subjected to 
the review of the Depiity Commissioner. While, therefore, on tke 
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one Land, such transfers are made subject to the provisions of the Act, 
it is at tlio same time jirovided that the Deputy Commissioner shall 
sanction transfers of this nature made fide by a tenant to his 
landlord [clauses 3 and 4 {2) of the Bill]. 

[ii) Gifts for religions or charilahle jturjfioses . — Gifts of this 
nature are expressly excluded from the definition of ^permanent aliena- 
tion’ in the Act as it now stands, and here again there is an opening for 
evading tlie restrictions imposed by the Act. In the Bill this matter 
is dealt with on similar lines to those a 2 :>plied to the jmrchase by a 
landlord of occupancy rights, i.e., the sanction of the Deputy Com- 
missioner will be necessary, hut it is provided that sanction must be 
given to all bond fide gifts- of this character. 

(nV) The permission of the Government of India has been 
obtained to a change in respect of the authority for notifying agricul- 
tural tribes. Section 4 of the Act requires the sanction of the 
Governor-General in Council before a tribe can be notified as an 
agricultural tribe. The work of notifying tribes has been practically 
completed, and the general princijiles cn which they are selected for 
notification have been determined, so that there is no further object 
in requiring previous sanction. Clause 6 of the Bill provides for the 
deletion of the words which make such sanction necessary. 

(iv) The fourth point to be noticed is one of some considerable 
importance in the practical working of the Act. One of the main 
features of the Act was the limitation of the period of years for 
which land could be temporarily alienated by members of agricultural 
tribes to outsiders, and power was given to the Deputy Commissioner 
to oust a mortgagee or lessee who remained in possession after the 
expiry of the prescribed period. But two defects or omissions have 
come to light of which I will notice the more important first. Where 
a mortgagee under either of the first two foms of mortgage permit- 
ted by section 6 is in possession of the land, section 7 (5) permits 
the mortgagor to redeem the land on payment of the mortgage debt 
or the proportionate amount of it which the Deputy Commissioner 
determines to be due. But if the mortgagee declined to receive the 
amount due when tendered by the mortgagor or to give up posses- 
sion^ the mortgagor would have to face the troubles and expense 
involved in civil litigation. It is a very common cause of complaint 
that a mortgagor may be quite ready and tvilling to make the paj^ 
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merit necessary for redemption, or may even have made it, but finds 
himself prevented from getting back his land owing to the passive 
resistance of the mortgagee. It is now proposed (clause 7) to give the 
Deputy Commissioner power to eject the mortgagee where either 
(1) it is proved to his satisfaction that the mortgagor has paid the 
mortgage debt or such proportion of it as the Deputy Commissioner 
finds to be equitably due, or (2) the mortgagor tenders the amount due. 

The other defect is of less importance. Where a mortgage is 
without possession and the mortgagor fails to fulfil the terms of the 
mortgage, the mortgagjee may apply to the Deputy Commissioner 
to be put in possession, and the Deputy Commissioner may thereon 
determine that the mortgagee should be put in possession for a period. 
But the Deputy Commissioner was not at the same time given the 
power of enforcing his decision by putting the mortgagee in posses- 
sion. Clause 6 has been framed to remedy this omission. 

(v) The fifth of these minor points in respect of which it is 
proposed to remedy the defects brought to light in the working of the 
Act concerns the matter of mortgages with condition of sale. The 
Act declares null and void a condition of sale in a mortgage made 
after the commencement of the Act. In the case of a mortgage 
with condition of sale executed before the commencement of the 
Act the Deputy Commissioner is empowered to put the mortgagee to 
his election whether he will agree to the condition of sale being struck 
out, or will accept a fresh mortgage in one of the authorized forms. It 
has been found in a good many cases that where the mortgagee accepts 
the latter alternative further progress is stayed owing to the refusal 
or neglect of the mortgagor to execute a fresh deed. The refusal 
might be due to one of several causes ; and in particular it would 
obviously be to the advantage of the mortgagee that the mortgagor 
should refuse, if the result was to leave the condition of sale effective. 
It has been considered advisable, in the interests of the mortgagor, 
to insure that he should not suffer the consequences of his refusal or 
inaction, and it is* accordingly provided in clause 8 that, in such 
circumstances, the Deputy Commissioner should have the power to 
execute the deed on behalf of the moiigagor. 

{vi) The last point to be noticed concerns the action of the civil 
courts in relation to the working of the Act. It has been found that 
in a large number of cases mbordinate civil courts have passed decreel 
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(usually with the consent of the parties) involving transfers of land 
in contravention of the provisions of the Act. This is a very 
insidious form of evasion, because the civil appellate court is seldom 
moved to interfere, and there is no otlier means of putting the matter 
right. Either such cases may escape the notice of the Deputy Com- 
missioner, or if they do come to his notice, he finds himself helpless 
to intervene. It is now proposed to provide means by which (1) the 
Deputy Commissioner shall be kept informed by the civil courts of all ' 
decrees which they jmss involving transfers of land from members of 
agricultural tribes to money-lenders, and (2) he shall be in a position, 
apart from the wishes of either party, to move the sin>erior civil courts 
to interfere. Clause 9 >of the Bill has been framed with this object. 
It follows the analogy of section 27 of the Punjab Pre-emption Act, 
and provides a procedure by which the Deputy Commissioner will be 
able to bring before the superior civil courts, with a view to revision, 
any decree of a civil court w^hich ajipears to him to he contrary to the 
provisions of the Act. 



CHAPTER V. 

Provision of Borrowing Facilities. 

' [^Denjiatch from I he G overnor-CJemral of India in Council lo the Secre- 
tary of State for India. — No, 7 {Ileremie)y dated 31d May, 1884.1 
Agiucultuhal Banks. 

* * * We have the honour to submit, for your Lordship’s 
consideration, a copy of correspondence which has passed belwccn 
us and the Government of Bombay on the subject of establishing an 
agricultural bank in the Deccan. 

2. The utility of similar institutions in Europe, America and 
Australia is well known to your Lordship, and we understand that in 
the Biitish Colonics esi^^cially the progress of agriculture and the various 
enterprises connected therewith have been much advanced by the 
monetary assislance thus afforded to the cultivating and land-owning 
classes, There are indications that India, no less than the countries 
to which we have referred, suffers from want of loanable capital. 
The rate of interest is extremely high even where the security is of 
the best description, and the agriculturist when in need of money 
for the most prudent purposes, has to pay so dearly for^a loan that 
it absorbs the profits of his business. The Deccan llyots Belief 
Act, the Jljijjisi Encumbered Estates Act, and other similar measures 
of an exceptional character have tended to relieve the peasantry in 
some localities of a hopeless load of debt ; but they have not enabled 
the thiifty and industrious cultivator to obtain money , for agricul- 
tural purposes on easier terms or more equitable conditions. We 
have endeavoured to meet this need in respect of loans for land 
improvement by advances of public money under the Land Improve- 
ment Act; but this is not sufficient. The cultivator requires money 
from time to time for other purposes, and it has been found that if 
he can only borrow for one particular object from the Government, 
he prefers to deal entirely with the money-lender who will lend for 
all purposes. What is wanted, therefore, is a private bank which 
will in a measure take the place of the village usurer, but which will 
at the same time be bound by the articles of its constitution to 
restrict its dealings to the more solvent cultivators and to supply 
capital at comparatively easy rates and on equitable conditions. 
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3. We consider that banks of this kind if they could be successfully 
started, might be of considerable benefit to the country. There are, 
however, special difficuties to be encountered in India, which are not 
met with elsewhere in the way of their establishment. Improvi- 
dence of cultivators and uncertainty of seasons are elements which 
are liable to interfere with a bankas success; and though these 
difficulties might be met by prudent management, yet the bank could 
not hope to succeed unless it could start in a field where the agricul- 
tural classes were unencumbered with debt, or were enabled to 
liquidate their existing debts on reasonable terms. 

4. When, therefore, we considered the subject in 188S in connec- 
tion with the Land Improvement Bill, we came to the conclusion 
that more assistance must be given by the State to an agricultural 
bank in India on its inception than is necessary in other countries. 
More especially is this the case in a part of the country Ifke the 
Deccan, where the need for a such a bank on the one hand is 
greatest, and the difficulties arising from the indebtedness of the 
population and from the precariousness of the seasons are, on the 
other hand, most serious. If the experiment succeeded, similar banks 
might probably be started with less aid or without any aid from the 
State, and the benefits likely to arise from such institutions seemed 
to us so great that we were prepared to give cordial support to a 
poineef bank. We saw that it would be necessary to clear the way 
for the bank by liquidating the debts of the agricttlturists within 
the selected area, on the understanding that our advances would be 
Uken over by the bank when it started business. We also saw that 
confidence must be given to the promoters of the bank by allowing 
it, for a time at least, to recover its loans through the revenue courts, 
by assigning in some cases priority to its loans, and by remitting 
stamp duty and other dues for a certain period in its favour. In 
return for this assistance we considered that the bank should limit its 
sate of interest to 12 per cent, and that its management should 
conform to regulations framed by us somewhat on the model of 
those prescribed for the Credit Foncier in Egypt, with which our 
colleague, Major (now Sm E.) Baring, was well acquainted. On 
these lines we sketched out a scheme which we thought well worthy 
of an experimental trial, although we were not prepared to go beyond 

. a limited experiment which might enable us to determine by the 
trial of practical experience the conditions und^ which banks of 
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this kind are likely to be successful ; the real value of the objections 
which are sometimes urged against them, and the b^t mode of 
meeting any difficulties to which their working may be exposed in 
India. 

5. Hearing from Bembay that a number of native bankers in 
Poona and Bombay were willing to give the scheme a favourable 
reception, we communicated our proposals to the Government of Bombay 
for consideration and opinion. That Government stated in reply that 
the scheme was not impracticable, and that it was willing to try it 
on a small scale, if the details could be successfully arranged. Two 
syndicates of bankers had been formed, one_ in Bombay and the 
other at Poona^ which were each prepared to try the experiment if 
the Government would accede to their conditions. The Govern- 
ment of Bombay recommended us to accept the offer of the Poona 
Committee, as their demands were more in accord with our original 
proposals than those of the Bombay Committee. The Bombay Com- 
mittee, among other things, asked for a monopoly of the agricultural 
banking business throughout the Presidency, and for a Govern- 
ment guarantee to its debentures. A further proposal has been made 
by Mu. Javeri Lal Yajnik to start a similar bank in Guzerat; 
but his scheme has not yet been considered by the Bombay Govern- 
ment, and we only mention it here in order to show that the experi- 
ment has excited considerable interest. 

6. The Government of Bombay suggested that the experiment 
might be confined to the Purandhar taluqa in the Poona district, and 
reported that a sum of 6i lakhs would probably be required for the 
preliminary liquidation of the debts of the cultivators. Voluntary 
liquidation of the nature suggested by us was considered essential 
to the scheme, and the Bombay Government agreed with us that 
legal provision would be requisite in order to place the Government 
advances in the position of first charges. At the close of the letter 
the very important question was raised whether the whole of the 
bank’e dues should be regularly recovered by the revenue courts or 
whether resort to this agency should be strictly confined to (Mses 

■ of default. As it was eminently desirable that there should be 
no misundei^tanding on this important point, we explained our 
views to the Govemment of Bombay in our letter, No, 672, of 2drd 
May, 1883. We stated that the aid of the revenue court could not 
be given to the bank except on proof that it had attempted to 
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collect the debt; and tliat in order to secure due exertion on the part 
of the banl^ it might be desiiuble to require it to pay fees on all 
processes issued on its a])plication through the revenue courts. In 
reply to our letter, the Government of Bombay expressed its entire 
concurrence with this view, and informed us that the Poona Com- 
mittee also accepted it, though dc])rccating any charge on the issue of 
processes. In regard to this point we may here state that we adhere 
to our opinion that such fees should be charged. 

7. The other questions and demands of the Poona Committee have 
been carefully considered by us, and, with the consent of the Govern- 
ment of Bombay, wo have again consulted Sir Wim.iam Wedderburn 
personally, who is acquainted with the views of the Poona Committee, 
on all the details of the scheme. We propose now, with your Lord- 
ship’s concurrence, to sanction the experimental establishment of the 
bank in the Purandhar iahuidj and to find the funds required for the 
preliminary liquidation. As all that w'e at present propose is the 
trial of an experiment, we wish to meet the views of the promoters 
as far as we can, so that the trial may be as fair as possible. At the 
same time we keep ourselves free to watch its results, and commit 
ourselves in no way to future action either with regard to the bank 
which it is now proposed to open, or to any other institution of the 
same kind. We consider that the requisite legislation should be 
undertaken by the Government of Bombay (though this may require 
a confirming Act to be passed by the Viceroy’s Legislative Council), 
und we projRise to leave tlie supervision of the bank in the hands of 
that Government. 

8. The most important question with regard to the aid proposed to 
be given to the bank is undoubtedly the recovery of the bank’s debts 
thifough the revenue courts. The objection has been raised that it is 
undesimble in principle to give extraordinary remedies for the re- 
covery of ordinary debts, and that if the aid of the revenue courts 
were^often invoked, they might incur the disfavour which naturally 
attaches to the office of debt collector. We are not insensible to the 
force of these objections : indeed, we should consider (as would also 
the promoters themselves) the whole scheme to be a failure if frequent 
recourse were to be had to this extraordinary method of procedure ; 
but the promoters of the scheme say they look to the recovery of 
their instalments regularly as they fall due from the crop, and urge 
that the existence of this power will give them valuable fieicilitieS 
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for BO recovering their debts instead of allowing them to accumulate 
till recovery is only possible by sale of the land itself. The expense 
and dilatoriness of the Civil Court procedure tend ndtessarily, they 
urge, to the latter mode of recovery. As they attach very great 
importance to this part of the scheme, ^ve think that the concession 
should be granted in a restricted form. We therefore propose to 
confine the privilege to the case of debtors whose afFairs are hipiidated 
by the Government in co-operation with the bank, and to restrict it 
to a period not exceeding 10 years. This would apparently be 
accepted by the promoters of the bank, and it is justified by the 
consideration that the bank takes the place of Government in regard 
to the liquidated debts of the ryots. Within this i)eriod we would 
allow the bank to recover through the revenue authorities from the 
debtor and his successors in interest, not only the original advance, 
but .also subseciuent loans made to him for w'hatever jiurpose by the 
bank. We would require the bank to furnish proof that it had 
attempted to recover the debt through its own agents, and we would 
prescribe light fees on all processes. We would further suspend the 
the execution of such processes in any season in which the Govern- 
ment may have thought it right to suspend the land revenue payable 
on the debtor^s land. In respect of other debtors, whose afFairs had 
not been liquidated, the bankas remedies would be restricted to the 
ordinary provisions of the Civil Code. We are also willing to exempt 
the bank from stamp duty on bonds and documents connected with 
advances to all classes of debtors, and from Court fees on the insti- 
tution of civil suits, for a period not exceeding 1 0 years, to be fixed 
by the Government of Bombay. We would also for a similar period 
exempt the bank from registration fees. 

9. As to the priority to be given to the bank in respect of its claims, 
we originally were of opinion that it would be sufficient if the bank 
were placed in the position of first mortgagee in respect of the 
liquidated debts which it took over from Government, and also in 
respect of any loans which were received for, and bond fide applied to, 
land improvement. The Poona Committee, however, have objected 
to this limitation, and urge the impossibility of the bank distinguish- 
ing in regard to the purposes to which its loans may be applied ; and 
after fully considering the point, we are now prepared to assent to a 
provision that, where the bank has under the liquidation proceedings 
acqipred the position qf *the first mortgagee, it should be given^ in' 
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pespeot of further limited advances made to these clients, the same 
priority as an ordinary first mortgagee can acquire by stipulation in 
accordance with Section 79 of the Transfer of Property Act, 
Provision would also have to be made for limiting the maximum 
amount of further advances (which we agree with the Poona 
Committee should in no case exceed 75 per cent, of the security), 
and for declaring what should constitute notice to subsequent 
mortgagees, 

10. A third concession of some importance asked for by the Poona 
Committee is that, the Government shall engage not to revise during 
the next 30 years the land assessment of such villages of the taluqa 
as are still under the original settlement. We agree with the 
Government of Bombay that no promise to this effect can be given, 
since such revision operations as are now going on must certainly be 
completed. It has since been suggested that, should the bank consider 
this absolutely necessary in order to give security to their operations, 
it might be possible to postpone for a fixed period the collection of 
such of the revised assessments as have not been actually introduced 
when the liquidation scheme is complete ; but we abstain from 
expressing an opinion on this suggestion, which has not yet been 
considered by the Government of Bombay; we apprehend, however, 
that the recently declared policy of the Government of Bombay, in 
respect to future revisions of assessment, has now lessened the import- 
ance of the question, as it practically gives that security to landed 
property throughout the Presidency which the Committee have asked 
for in respect of the area selected for the operations of the bank. 

11, We need not trouble your Lordship with the minor details of 
the scheme, which remain very much as they were stated in our letter 
of 5th December 1882 to the Government of Bombay. The liquida- 
tion would be entirely voluntary, and, as suggested by the Poona 
Committee, might be confined to occupants of land whose assets are 
at least double the gross amount of the awarded debt. The rate of 
interest on advances made by the liquidators might be fixed at 9 per 
cent, with a sinking fund of from 1 to 8 per cent., and it is proposed 
tiiat the bank should take over the entire amount of the sum 
ladvanced by Government on an agreement to repay it within two 
years, with interest at 4 per cent. The Bank would be at liberty 
to make loans for any purposes, or to any persons having a transferable 
isterest in land within the taluqa, but it would engage to limi^, the 
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Iftte of interest on all loans to a maximum of 12 per cent, and to 
conform, in respect to other matters, to the rules prescribed by the 
Government, 

12. We have directed the Government of Bombay not to take any 
further action in the matter until we are acquainted with your Lord** 
ship*8 opinion on these proposals. We do not think that any smaller 
concessions than those mentioned by us will satisfy the promoters of 
the bank, and we are anxious to give effect to a scheme which we 
believe to be advocated on purely disinterested grounds, which can, 
under the experimental conditions proposed, be carefully watched, 
and which is likely, if successful, to be productive of much benefit 
to the country. We view it as an experiment,' and we think that, 
even if the results should not equal the expectations of its advocates, 
they will at least throw considerable light on the causes and extent 
of tj^e Deccan ryot’s indebtedness, and enable us to determine 
whether his condition is susceptible of improvement by any action 
which can be taken by the Administration. 


[Despatch frm the Secretary of State for India to the Governor 
General of India in Council, No. 96 {Revenue), dated 
23rd October, 1884.1 

I have considered, with the attention which their importance 
demands, the papers which accompanied the letter of your Excellency’s 
Government in the Revenue Department, No. 7, dated 31st May last, 
regarding the establishment, as an experimental measure, of an 
agricultural bank in the Poona district. 

2. The relief of the peasantry of the Deccan, and indeed of other 
parts of India, from their indebtedness, is so desirable and so 
important an object that I should be disposed to entertain 
favourably any measures for that purpose placed before me by your 
Excellency. I have, therefore, given the most careful examination 
to the principles of the project now submitted to me, and to its 
details, so far as they can be gathered from the correspondence* 
Some (Ejections to the proposed measures have, however, suggests 
themselves to me, and they appeared to me to have such force that 
T am constrained to request your reconsideration of the questioi^ 

8. The first observation which occurs to me is that the scheme h 
scaxoely what it purports to be. It is professedly a private esxtm- 
lirite, and it is disthietly stated that from private entec|)iiii^ 
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alone is real progress to be looked for in providing the agricul* 
tural classes with capital upon reasonable terms. Yet it is 
impossible to avoid the conclusion that the proposed bank will 
virtually be a Government institution. Government will provide, 
in the first instance at least, a large part of the capital (for ii. 
is apparent that much of the working capital will be obtained from 
the sum advanced by Government for the liquidation of the existing 
debts of the lyots) ; Government will, at any rate, in the last 
resort, undertake the collection of debts due to the bank ; and the 
bank is to receive special privileges, and be placed by law in a 
position which, in my opinion, could be justified only on the 
assumption that it is to work on behalf of Government for political 
or social objects rather than to be conducted on ordinary business 
principles. 

4. The scheme, as laid before me, consists of two parts,- the 
liquidation of the existing debts of the ryots, and the substitution 
of the banks for the sowJcars in future loan transactions of the 
agricultural classes. 

6. As regards the first, I find it difficult, owing to the deficiency 
of detailed estimates, to judge of the financial soundness of 
the scheme. I observe, however, that it is conjectured that 
about half the ryots of Purandhar are in debt, yet not so 
completely insolvent as to make any attempt to relieve them 
hopeless j and that the debts of this moiety might be liquidated for 
about 6^ lakhs of rupees. I find, too, that the total revenue of the 
fully-assessed lands of Purandhar is about 86,000 rupees ; but, in 
as much as the solvent ryots are those with the larger and more 
valuable holdings, it may be assumed that the assessment on the 
lands of that portion of the landholders with whom the scheme 
proposes to deal will reach 50,000 rupees. The total value of the 
net produce of these lands would, on the ^half assets’^ principle, 
he about one lakh of rupees ; in other words, it would ndt be safe to 
assume fbat in a series of years these ryots could pay in liquidation 
pt debt more than an annual sum equal to their assessment. But 
H must be borne in mind that the interest on the liquidation 
fadvanoes, independently of the sinking i^nd at 3 per cent., would 
. asaount, at 9 per cent on H lakhs, to 58,500 rupees per annum, a 
jum whidb, from the figures given above the lyot could not 
.^pewsibly pay, Even supposing tibatthe interest wm ixAmi onkf 



^koVistON OF BORJtOWINO . &! 

5 per cent., instead of 9 per cent., so as to admit of the Imiii 
of 6i lakhs being paid off in about 21 years, no margin would be 
left for the ryots on which to borrow from the bank during that 
period. And if they can do altogether without borrowing for 20 
years, there is obviously no reason for the existence of the bank* 
It would indeed be simpler, and not more anomalous or hazardous, 
that Government should advance direct to the ryots the funds 
needed to relieve them of their present embarrassments. 

6. The scheme further proposes that Government shall lend the 
bank the sum necessary for the liquidation at 4 per cent., the bank 
charging the ryot 9 per cent. As it is, in effect, contemplated that 
Government shall both provide and recover tliese advances, it is not 
clear why the bank should have a profit of 5 per cent, on the tran- 
saction, and why the ryot should not have the benefit of the lower 
rate* of interest. 

7. But there appears to be a still graver objection to the proposed 
operations. The jmid-up capital of the bank is to be, it would seem, 
two lakhs of rupees, of which one lakh is to be invested in Government 
securities as a reserve fund, and one lakh only to be employed in the 
business of the bank. But within two years the bank is to repay, 
with 4 per cent, interest the loan of 6i lakhs advanced to it by Govern- 
ment for purposes for liquidation, while the ryots wil] refund that 
advance only by instalments spread over a long series of years. There 
is nothing to show the source from which the bank is to obtain the 
necessary 6i lakhs. It is apparently intended that it should be by 
means of debentures, that is to say, by borrowed capital. I do not 
find it explained what security can be offered to debenture-holders, 
and it is difficult to understand how the bank could be regarded as 
solvent even at the outset, 

8. Assuming, however, that these very grave preliminaiy 
difficulties can be overcome, that the existing debts of the agriculturists 
have been entirely cleared off, and that they are in a position to deal 
freely with the bank, I am not satisfied that the business which it 
could trailsact would be of such a kind as to meet all the ordinary 
requirements of the ryots. In the first place, I am informed that tlie 
etxisting Bowkan are not merelj^ money-lenders, but that they purchase 
produce, and supply the lyots with a market. I do not understsaid 
whether the bank is to undertake this function ; and whether it is 
/t» faeOGme the great, dealer in produce for the tract ov(Mr wIih#' 
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its operations are to extend. If so, the business of the bank will 
apparently be of a much more speculative and hazardous character than 
is contemplated by the Government of your Excellency or by the 
Bombay Government. If not, it is not obvious ] where the ryots will 
find their market. Again, it appears to be anticipated by the promoters 
that the bank will make advances in comparatively large sums 
at a time, and for special objects, such as agricultural improvements 
or domestic ceremonies, which are not of constant recurrence. 
But loans of this character, I learn from good authority, do not 
form the mass of the transactions of the Deccan ryot with his 
village banker. He wants, and at present has a running account, 
on which he draws from time io time for small sums of money, or 
for the petty articles of his simple needs, and at harvest-time he clears, 
or tries to clear, by the produce of his fields, the debts thus incurred. 
It does not seem to me possible that the bank should undertake 
this petty but necessary kind of business, and, if it dees not, the 
peasant will, in all probability, still deal with the village sowhafy but 
with this conse(pience, that, as the bankas claims will take precedence 
over other claims, the sowJear will have to protect himself by still 
higher interest and more oppressive dealings. 

9. I observe that the example of land banks in Fi-ance, the colonies, 
and other countries has been cited to prove the advantage and the 
practicability of the proposed scheme. I must, however, remark 
that the success of banks dealing with farmers and planters, who 
cultivate for a profit upon invested capital, affords no sure indication 
of the probable results of a similar institution dealing with ryots 
cultivating for subsistence, while there is great doubt whether the Credit 
Poncier of Egypt, which is said to be in many respects an establish- 
ment analogous to that which is proposed for the Deccan, has proved, 
on the whole, beneficial to the fellahs of Egypt. 

10. As regards the condition that debts to the bank shall be 
recovered by the agency of the revenue courts, I attach great weight to 
the criticisms of the Bombay Settlement Commissioner, to the effect 
that, should this be done, Government will incur all the unpopularity 

* and odium of collecting debts which, though private obligations, 
are ta’eated as public demands. It would be out of the question that 
the revenue officers should undertake this function without satisfying 
themselves of the justice of the bank’s demand, and that they 
should put in force the summary process^ of the revenue law ujpon 
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an ex-parte statement ; and i£ they are to inquire, however summarily, 
into the justice of the bank’s demands, they will in reality assume 
the functions of a civil court. Nor are my objections removed by 
the proposals contained in the Bombay letter of 26th July 1883, 
which purj[X)rt to provide that the assistance of the revenue court 
will be given to the bank only in the last resort. It is evident that 
the bank will practically have no other agency for the realisation of 
its demands. 

11. It is doubtless a serious misfortune that the landholders in 
India, even when comparatively prosperous, and able to give good 
security, are usually unable to obtain the temporary accommodation they 
require, except at a ruinous rate of interest. I fully recognise that it 
would be the greatest possible benefit to the agricultural community 
if the place of the present race of needy and extortionate money- 
lendws were supplied by banks, or other institutions, possessing 
sufficient capital, and honestly managed. But I need scarcely remind 
your Excellency that no amount of support or encouragement from 
Government can render banking operations successful, whether in 
India or elsewhere, if they are begun on an unsound basis, and are not 
conducted on true commercial principles. 

12. It appears to me doubtful whether any ingenuity can provide 
an effectual substitute for the operation of the ordinary laws of 
trading between the ryots and those, whether sowkars or banks, from 
whom they obtain advances ; and whether, without the stimulus of 
risk of less as a result of neglect and want of proper precaution on 
its part, any bank could carry on its business with success. There 
is a strong presumption that Government cannot directly do much 
more for the relief of the agricultural debtor than take care that 
in disputes between him and his creditors the law shall provide, 
and the courts shall administer, speedy, cheap, and equal justice, and 
that the ryot shall be as little liable as is possible, from his ignorance, 
his poverty, or his position, to be defrauded or oppressed. 

18. In the four districts in which it is in force, the Deccan 
Agriculturists’ Relief Act has, I am glad to believe, done something 
in this direction, and it deserves the careful consideration of your 
Excellency whether its provisions, or any of them, may be made morr 
^ widely applicable. But, notwithstanding the immense improvement 
which has of late years bejn effected in the efficiency and integrity d 
die administration of civil justice generally, much remains to be done 
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towards making it cheap and speedy. Everything which adds to the 
expense, delay, and difficulty of recovering just debts increases the 
price at which the money-lender gives his help to the landowner, 

14. It is possible that the adoption of an improved system of regis- 
tration of titles to land might tend to give such further security and 
greater facility to the business of agricultural banking as would render 
it practicable for private capitalists to embark therein with a fair 
prospect of success, on terms which should not be so onerous to the 
cultivating classes as those to which the latter are now compelled to 
submit when borrowing from the village sowkars. It is, I am 
informed, in reliance on an effectual registry of titles tliat the land 
banks of Europe and the British colonies have been carried on, and 
although I am conscious of the very different conditions under which 
an Indian agricultural community exists, yet I recommend this 
suggestion to the consideration of your Excellency's Government, as 
possibly affording some opening in the desired direction. 

15. With regard to indirect assistance which Government might 
give to agricultural banking entei-prise, I desire to make one suggestion 
with reference to the question of the ryots^ market, alluded to in 
paragraph 8 above. I understand that in the Central Provinces, and 
other parts of India, great benefit has followed the establishment of 
public marts or corn exchanges, where the cultivators can sell their 
produce for the best price in open market, and thus avoid the necessity 
of handing it over to a money-lender on account. That sale in open 
market should be the general practice is, I think, essential to the 
euceess of an agricultural bank, and the general establishment of 
public marts seems to me an object which your Excellency’s 
Government should encourage, and one on which local bodies may with 
Ijfeat advantage expend their funds. 

16. While I have been compelled to state my conviction that the 
pWposals contained in your letter of the 8 1st ‘May are not capable 
of practical application, I hope that your Excellency will understand 
that I am prepared to give the most careful attention to any scheme 
ior the promotion of the objects you have in View, whi(^ your 
government may suggest after consideration of the objections stated in 
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Section IV — Aoricultueal Banks, 

288. We attach the highest importance to the establishment df 
Bome organization or method whereby cultivators may obtain, without 
paying usurious rates of interest, and without being given undue 
facilities for incurring debt, the advances necessary for carrying on 
their business. Agriculture, like other industries is supported on 
credit. “ The sotokar is as essential in the village as the ploughman,** 
said the Secretary of State in reviewing the Report of the Deccah 
Riots Commission and the statement is true in existing circumstances. 
But, owing to causes, which it would be tedious to trace, the sowkar 
or bania has, from being a help to agriculture, become, in sottid 
places, an incubus upon it. The usurious rates of interest that he 
charges and the unfair advantage that he takes of the cultivators* 
necessities and ignorance have, over large areas, placed a burden of 
indebtedness on the cultivator which he cannot bear. Passed on from 
father to son, and continually swollen in the process by compound 
interest, this burden of indebtedness has become hereditary and 
retains the cultivating classes in poverty, from which there is no 
escape, that we can perceive, except through state assistance or the 
discovery of some other means by which the cultivator may get, on 
easier terms, the accommodation that he needs. But even the fullei' 
measure of State aid in the shape of takavi loans, which we shall 
recommend, will go but a small way towards removing the diffieultieo 
of the whole class. Government cannot possibly finance all the 
cultivators of a district, still less of a province. In the establishment 
of Mutual Credit Associations lies a large hope for the future of 
agriculture in India ; and from the enquiries we have made there is 
reason to believe that, if taken up and pressed with patience and 
energy, such associations may be successfully worked. 

289, This question is, we beheve, to come shortly underlie 
oonsidexation of the Government of India, but it is necessany that 
we should call attention to its importance here. The subject was 
broached by ns in all the provinces that we visited, and WJia 
Everywhere regarded with interest. Moreover, as the Government 
of the North-Western Provinces and Oudh has, actually taken at^ 
to pot the princijdes of *ruml co-operative credit into prad^ we 
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think it well to offer a few brief remarks on the direction which, in 
our opinion, a practical scheme of Agricultural Banks should follow. 

^90. The underlying idea in all Mutual Credit Associations, 
such as we recommend, is that a number of persons, by combining 
together, create a new and valuable security, which none of them 
previously possessed as individuals. Co-operation substitutes for 
isolated and helpless agricultural units a strong association competent 
to offer guarantees and capable of inspiring confidence. The 
advantages of lending to groups instead of to individuals need no 
demonstration. It is simpler for a creditor to deal with a group 
of fifty or a hundred associated cultivators than with the same number 
singly ; it is simpler for him to obtain repayment from the group 
than from each of the members composing it ; it is simpler for the 
group to make ite own ari-angements with each number than for 
the lender to try to do so. By the same process of reasonings it is 
simpler for a Central Agricultural Bank to deal with groups of 
associated cultivators in each village than to make any attempt to 
deal with each cultivator singly. 

291. To obtain the full advantages that co-operation offers, 
any group of cultivators, voluntarily associating together to obtain 
credit on their joint responsibility must agree to abide by certain 
recognised rules. Notwithstanding the difference between Eastern 
and Western conditions, the rules of the Raiffeisen credit associations 
are probably the best that, subject to necessary modifications, any 
similar association in India could adopt. On this point some further 
rem&rks are required ; but before offering them, we desire to remove 
some misconceptions, which our enquiries have shown to prevail, 
both as to the scope of village banks and as to the fundamental 
principles which should regulate their working. 

292. It should be understood from the outset, and made perfectly 
clear to all concerned, that the establishment of a village bank does 
not imply the creation of an institution from which the villagers may 
draw money at their discretion. A village bank, based generally 
upon the Raiffeisen system, admits no one to membership who does 
not fulfill certain conditions which are essential for the safe conduct 
of the bank's operations ; it works only for the benefit of its own 
members, and it grants no loan except for purposes connected with 
the promotion of agriculture. It is most important that these objects 

Kmitat^ns should be clearly understood, so that fliere may be no 
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disappointment afterwards, and no unnecessary alarm caused to the 
old established village money-lender. 

293. We have been told by some non-official witnesses that, if 
Agricultural Banks do not lend for miscellaneous purposes, they stand 
no chance of succeeding, and by other witnesses that, if they do 
lend for miscellaneous purposes and thus compete with the -money- 
lender, they arc sure to fail. We think that both apprehensions 
arise from a misconception of the objects in view. It is not intended 
to frighten the village money-lender by permitting a village bank to 
enter into competition with him over the whole field of his business ; 
still less is it the intention to encourage borrowing for unproductive 
purposes. No association borrowing on the joint responsibility of its 
members would be justified in devoting any of its funds to loans for 
unproductive purjioses. It does not consequently enter into the 
scopi; of a village bank’s operations to lend for marriage festivities or 
for caste feasts or similar objects. If people wish to borrow money 
for such purposes, or for any other purpose unconnected with 
agriculture, they must still go to the village sowkar or bania. The 
co-opomtivc agricultural bank only aims at freeing the great 
business of the cultivator’s life from the terrible burden, which now 
presses on it owing to the usurious interest taken for agricultural loans, 

294. To sum up, the objects of an Agricultural Bank of this 
kind may thus be enumerated : — 

(1) To enable its members to obtain loans at reasonable rates for 

agricultural purposes by placing them in a favourable 
position to borrow, and by assisting in the creation of a 
new credit, which individually they did not possess. 

(2) To provide them with a secure place, in which to deposit 

their small savings. 

(3) To encourage thrift, by holding up before the eyes of the 

members the principle that money should not be 
borrowed unless for reproductive purposes. 

(4) To promote co-operation among the village community in 

all agricultural affairs. 

295. Having thus defined the scope of an Agricultural Bank’s 
operations, we next wish to enumerate the principles upon which they 
are usually based. They are as follows : — 

(1) There should be unlimited liability : members must be 
jointly and sev^lly responsible for all the obligatiQiis 
contracted by their society. 
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(2) The area in which the village institution works must be 

well defined and restricted to narrow limits. 

(3) Members must be carefully selected, and none admitted 

but those of approved character. 

(4) All services in connection with the bank's administration 

must be giu-tuitously rendered. 

(5) There should, in general, be no paid-up capital. 

(G) All net profits are payable, not as dividends to members 

but to the reserve fund, which must be indivisible. 

A few words of explanation on these conditions are necessary. 

296. Unlimited liability is insisted on, because under such 
conditions a few ordinary villagers can readily provide a guarantee 
sufficiently strong to satisfy the requirements of those persons willing 
to lend money to them at reasonable rates. It remains to be 'seen 
whether the principle of limitation by guarantee will not be equally 
efficient and more acceptable. The feeling of joint responsibility 
induces each member to exert himself to the utmost to safe-guard 
the common interest ; it compels caution in the distribution of loans 
to members, and causes them to hesitate over the introduction of any 
new members likely to cause loss to the association by unpunctuality 
or backwardness in making payments. 

297. The limitation of area is an absolutely necessary condition 
in the case of a society which relies so greatly, as a safe-guard against 
loss, on the bond of common interest, on the influence of social 
pressure, and on the intimate knowledge the members have of each 
other's character and affairs. Usually the members of a village bank 
should all be residents in the same village, or in the same group of 
villages, provided that no one lives further than three or four miles 
from the Bank's head-quarters. 

298. The selection of members is one of the principal factors 
in the success of a village bank, which should never contemplate 
going to law to recover any of its advances. Loans are made to 
members on their personal security, guaranteed according to the 
amount of the loan by the security of one or more other members. 
The greatest care at the outset must be exercised in the choice of the 
original members. The latter may be safely relied upon to exercise 
discrimination in the admission of new members, because the loss 
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may be caused to the society, by the failure of a borrower and his 
sureties to fulfil their obligations, will ultimately fall on the whole 
body of members. 

299. Gratuitous services in connection with the bankas business 
are desirable, because, as the bank works only for the benefit of its 
own members, and the primary object of the society is to facilitate the 
obtaining of loans at reasonable interest, any expense would have 
to be borne by the society and would tend to nullify the object in 
view. Moreover, such gratuitous service directly tends to foster a 
sense of public duty and the acquirement of business habits. As a 
village bank does not meet usually more than twice a month and the 
proceedings do not occupy more than an hour- or so, the amount of 
labour devolving on the office-bearers is trifling. 

300. The formation and indivisibility of the reserve is one of the 
great^ sources of strength to a village bank. As the association starts 
without any subscribed capital, the formation of a continually 
growing reserve to supplement the guarantee of the associated 
members is necessary both to enable the members to obtain better 
terms when borrowing and to safe-guard them from the loss which 
default on the part of any members might bring upon them. 
As the members do not associate for the purpose of profit on 
invested capital, but for the purpose of furthering their 
common interest, all profits obtained from the bankas operations are 
carried to a common fund, the joint property of all the members. 
The division of this fund is forbidden in order to prevent iis growth 
arousing the cupidity of the members, and tempting them to break up 
their society for the sake of small temporary profit. 

301. The village bank organised on the preceding principles must 
obtain at the outset from some source outside itself the capital with 
which it has to work. In those European countries where the system 
of agricultural banking has taken root, village banks are largely 
financed by Central Banks operating on a large scale ; but in India 
there is no hope, in the beginning, at all events, that these Central 
Banks or Joint Stock Coinpanies will come into existence. Efforts must 
therefore be made to create local agencies. It may be that at first 
such efforts may not be successful, and in this case there would be, W6 
think, no objection to employing State aid to finance experimental 
village banks. But the object should be to avoid the intervention of 
the State, except in the matter of audit and supervision. 
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302. Ill the tract of country to be served by village banks there 
doubtless will be found influential landlords, mercliants, and others 
wlio, apart even from their desire to take part in a movement for the 
public good, will liiid it to their interest to lend their aid. It will be 
possible to organise these gentlemen into a society for the purpose not 
only of providing funds for financing the village banks, but also for 
the purpose of stimulating their formation and guiding their action. 
The money may be subscribed in shares, each of small amount and 
bearing interest, say, at f j)er cent. j)er annum. Such a society 
should be called the Organization Society : and should there be any 
difficulty in subscribing the requisite; caj)ilal, there is no reason why, 
to begin with, the society should not borrow the amount from 
Government. 

303. In course of time, and when village banks have taken root, 
the Organization Societies in a District or even in a division may be 
amalgamated; when this happens, the (/cntral Society would take 
on itself the function of financing and controlling all village banks 
in its sphere of operation. In this scheme the Organization Society 
would, in point of fact, be an intermediate stage of develo]!ment. 

30d. The duties of the Organization Society may be summed 
up as follows : — 

(1) To promote the knowledge of the prinei])lcs of Co-o]ierative 

banking in the locality. 

(2) To organise village banks and to supervise their working. 

(3) To grant advances to village banks under its supervision. 

* ( t) To arrange for the ])ro 2 )er audit from time to time of the 
bankas books. 

305. In many districts there are large land-lords (we especially 
instance the Court of Wards, managing estates of disqualified owners) 
who may themselves wish to establish village banks on their estates 
and to advance to them, at reasonable interest, the money required 
for their operations. There is no reason why this should not be 
done, and why village banks financed by the land-lord alone should 
not work and prosper. But in all cases, whether the bank is ' financed 
by one capitalist, or by a society of capitalists, it is essential to 
solvent and successful working that there should be strict attention 
to business methods and regularity. To ensure this, external super- 
vision and audit are essential. 
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806. The above is only a brief stretch of the principles, organisa- 
tion and object of village banks founded on tlie Kaiffeisen system. 
It appears to us that there is in every })roviuce, wliieh vve have visited, 
a wide scope for the establishment of such banks : some have been 
already established in the North-Western Provinces and Oiidh. In 
some provinces the hope of successful working is better than in others ; 
but everywhere there is justilication for an effort. No doubt such 
banks may, in the commencement, meet witli oj)position from the 
monej^-lender, who already occupies the field, and they may also meet 
with suspicion and half-hearted sn})port from those who do not under- 
stand their principles. But Indian native life }iresents us with 
instances uf co-operation for mutual benefit and the princi])le which 
underlies the Raiffeisen system is not really foreign to the thoughts 
of the people. 

807. The system cannot succeed unless the j»eople tlicmselves 
aid freely in working it. But, if the experimental banks initiated 
by the Organization Society lake root in any district, the future 
growth of the movement will be in ])ro])ortion to the desire of the 
people to free themselves of their present burden of indebtedness. 
The system separates the working bees from the drones, and gives 
the former an otiportunily of esea])e from the discpialilications which 
now ])ress so heavily on both classes of cultivators alike. 

808. The preceding remarks at)ply to Mutual Credit Associa- 
tions in their agricultural aspects; the same needs exist and a similar 
remedy ajiplies in connection with the promotion of rural industiies 
and the relief of artisans. It may, indeed, be possible for one associa- 
tion to combine both forms of relief. But in any case it will be 
necessary to legislate concerning tlie privileges wbicli all such associa- 
tions should enjoy ; this matter is, we understand, already under 
the consideration of the Government of India. 

309. There remains the larger question of encouraging land and 
mortgage banks and private individuals to apply capital to the porma- 
neut improvement of the soil. This was considered in connection 
with Act 19 of 1888, and we desire to mention with approval of 
its general object. 



Co-operative Credit Societies* Bill, 1903. 

Statement of Objects and Reasons. 

The object of this measure is to provide the requisite legal basis 
for the establishment in India of Agricultural Banks, or — to use a 
more appropriate expression — of Co-operative Credit Societies. Such 
a scheme for improving the credit of the masses has for some time 
past been engaging the attention of the Government, the advantages 
likely to follow the provision of some means of obtaining capital, 
especially in connection with agricultural operations, otherwise than at 
usurious rates of interest having, indeed, long been recognized in this 
country. Legislation is called for not only in order to lay down the 
fundamental conditions which must be observed, but also with a view 
to giving such societies a corporate existence without resort to the 
elaborate ])rovisions of the Companies Act ; but it is thought fhat 
legislation should be confined within the narrowest possible limits. 
The Bill has, therefore, been drawn so as to deal only with those 
points which the Government consider to be essential, and its 
provisions have been expressed in simple and general terms, a wide 
rule-making power being reserved to Local Governments, so that what 
is felt to be of the nature of an experiment may be tried in each 
Province or part of a Province on such lines as seem to afford most 
promise of success. An explanation of the more important features 
of the draft will be found in the annexed notes on its clauses. 

Notes on Clauses, 

Clause 3 . — Much importance is attached to the appointment of a 
special officer in each Province, who should, as Registrar of 
Co-operative Societies, guide and control such societies, particularly 
in the early days of the movement. Gradually, no doubt, as experience 
is gained and the societies are able to stand alone, the fostering care 
of the Registrar will be less required, and eventually his duties will 
become for the most part purely official. 

Clauses 5-8 . — The main object is to encourage thrift and 
co-operation among persons of limited means, and it is not intended 
that the special facilities and concessions contemplated should be made 
available for the ordinary operations of capital. The Bill is conceived 
primarily in the interests of agriculturists, but it is recognized that 
societies may properly be started among other*classes of small means 
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in towns and large villages. While, therefore, it is proposed to allow 
urban societies to be promoted on a share basis with limited liability, 
for rural societies it has been decided to insist upon the principle of 
unlimited liability. The utilisation of combined credit for the benefit 
of individual agriculturists is the kind of co-operation which it is 
dcsiied to encourage, and towards this end the measure is mainly 
directed. It seems essential that the main qualifications for admission 
to membership of a society, whether rural or urban, should be laid 
down by legislation, and it is thought that the most prominent 
qualification , should be residence in the same neighbourhood, inasmuch 
as it is an essential principle that the lenders should have that accurate 
knowledge of the circumstances of the borrowers" which can only thus 
be obtained. It is also important that members should be eligible for 
admission by election only so as to secure that mutual confidence upon 
whicji successful co-operation must depend. 

Clause 8 . — As it is desired to foster thrift and mutual co-operation, 
it is provided that loans shall be admissible to members only, save in 
the case of urban societies, when it is proposed to allow, subject to the 
sanction of the Registrar, advances to be made to rural societies in the 
same district. The question whether pawn-broking should be 
countenanced has been much discusssed, and the conclusion embodied 
in clause 8 is that it should be prohibited except as regards advances 
by rural societies on the deposit of agricultural produce. 

Clauses 9 and 10 . — These clauses aim at strictly limiting the 
number and value of the shares held by a single individual, and 
rendering shares untransferable until they have been in the possession 
of the holder for a certain period. The object is to prevent the 
a^jquisition of a predominant interest in a society by speculators whose 
advantage it might be to wreck it, or to use the facilities furnished 
by the measure to start banks for ends other than those which it is 
desired to promote. 

Clause 11 , — It is here provided that the interests of individual 
members in the funds of a society shall be exempt from liability to 
attachment by civil process. To deposits it has been decided that this 
exemption should not be extended. 

Clause Facilities for the payment of what is due to a member 
on his death are here provided. 

Clauses 13 and 14.— The proposal that a summaiy process for the 
reooveiy of loans should* be secured in favour of societies has been 
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discarded, and these clauses are confined to giving them a prior claim 
as against ordinary creditors on the croi)s grown, and cattle, etc., 
purchased with the aid of advances, and also a lien on shares, dividends 
and deposits. 

Clause 15 . — This provision will render official audit compulsory, 
and, it is believed, will give the outside public and the members 
confidence in the management. Even although a society may receive 
no financial assistance from the Government, yet it will obtain 
valuable privileges under the proposed Act, and it is but reasonable 
that it should at the same time be obliged to submit its accounts to 
some check, which must in this country take the form of an official 
audit. 

Clauses 17 and 18 . — Tliese provisions as to the dissolution and 
liquidation of a society call for no special explanation. 

Clause 10 . — Power is here taken to grant by executive order 
certain exemptions in respect of income-tax, stamp-duties, and 
registration-fees. In provinces where there arc no records-of- rights, 
the searching of registers kept under the Indian Registration Act, 
1877 (3 of 1877), is the only means of ascertaining* the existence 
of encumbrances upon land ; but the right to search free of charge is 
a privilege which might be used to obtain information required really 
for private purposes, and power has, therefore, been expressly taken to 
withdraw it, in case of such abuse, from any particular society. 

Clause 20 . — The Bill does not provide for the grant of financial 
aC&sistancc by the Government ; but it may be necessary to afford such 
assistance, and the matter is left to be regulated by executive order. 
The power summarily to recover any advances made in this way, as 
also any other sums due to the Government, is reserved by clause 20. 

Clause 21 . — The object of the wide rule-making power here 
contemplated has already been adverted to. 

Clause 22 , — It is proposed, as has also been explained above, that 
duly registered Co-operative Credit Societies should not bo subject to 
the provisions of the Indian Companies Act, 1882 (6 of 1882). 



\^Extracts from the Proceedings of the Governor GcneraVs Council^ 
dated the 23rd October, 1903.^ 

Co-operative Credit Societies’ Bill. 

Sir D. Ibbetson said : — 

One of tlie most difBcult problems with which the small 
af^ricnlturist is everywhere confronted is, to obtain the money which 
is necessary for his oj)erations at a reasonable rate of interest. This is 
a state of afPairs by no means peculiar to India. The petty 
agriculture of Europe is for the most part financed by borrowed 
capital, and there too the money-lender takes advantage of the 
exigencies of the cultivator to demand exorbitant terms. In 
India, •however, the problem is aggravated by the fact that 
Indian rates of interest are to some extent survivals from times 
when the security which the agriculturist had to offer was of 
far smaller value than at present, and partly perhaps by the fact 
that into most Indian contracts there enters an element of 
oriental hyperbole, for which full allowance is made when the 
settlement is by mutual consent, but which our Courts of Justice 
are for the most part unable to recognise. ^ 

Some fifty years ago, the establishment of agricultural banks 
and of co-operative credit societies for small men was initiated 
in Germany by Schulze Delitzsch and Raiffeisen respectively. 
The experiment passed through twenty years of struggle and 
uncertainty ; but eventually it succeeded beyond all expectation, 
the institutions of both classes now exceeding 5,000 in number ; 
and the example thus set has been imitated, with more or less 
modification, in many European countries where land is commonly 
in the hands of men of small means. 

Madras was the Indian province in which attention was 
first turned to the subject. In that province an indigenous 
institution called a Nidhi had sprung into existence at about the 
same time as the movement to which I have just referred began. 
These Nidhis are modelled very much upon the lines of English 
building societies, and they find their clients among a more educated 
and advanced class than th^t of the rural agriculturist, to whose 
needs their constitution is not well adapted. But the fact that, 

*84 
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notwithstanding numerous failures, and much discredit attendant 
upon a period of speculation, they have attained a very considerable 
degree of success, since at present they include some 36,000 members 
with a paid-up capital of 75 lakhs, is encouraging as suggesting the 
possibility of establishing true co-operative credit societies among an 
Indian people. 

It was the Madras Government, then, who, towards the end 
of 1890, forwarded for the consideration of the Government of 
India a report u 2 )on the subject which liad been prepared under their 
orders by Mr. (now Sir Frederick) Nicholson, and which is a 
monument of research and a perfect storehouse of information ; while 
about the same time Mr. Dupernkx, a civilian in the United 
Provinces, published a book upon Peoples’ Banks for Northern India*. 

The Government of India fully realised the doubts and 
difficulties which must attend any attempt to introduce the 
Raiffeisen system into rural India. But they also recognised the 
enormous advantage which would result to the Indian cultivators 
if by any means they could be induced to utilise their combined 
savings under a system of co-operative credit, and so be freed, even 
partially, from the necessity of recourse to the professional money 
lender. They therefore referred the subject in its most general form 
to Local Governments for preliminary consideiation and suggestions. 

After some intermediate discussion, the opinions of Local 
Governments were considered in June 1901 by a strong Committee 
under the presidency of my Hon’ble colleague Sir Edward Law ; and 
it was on the report of this committee, io which were attached a draft 
Bill, and diaft model schemes of management for co-operative credit 
societies with limited and unlimited liability respectively, that 
proposals for action first took a form sufficiently definite to 
allow of detailed discussion. These proposals were referred to 
Local Governments for criticism, and it is upon a consideration 
of the replies which have been received to this reference that the 
Government of India now propose to take action. 

While the subject had thus been under discussion, a certain 
amount of experience had been gained from experiments which 
had been made with varying success in several provinces of Northern 
India. In some cases failure had ensued, or was only averted by 
official support ; but in a few instances genuine success had been 
achieved, and real co-operation for ^he purpose of utilising the 
oombined credit had been arrived at among a cultivating commanitj* 
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One thing, Iiowever, soon became apparent — that no real 
advance was possible without legislation. 1^110 Comj)anies’' Act at 
present in force (Act G of 1882) contains 25G sections, and its 
elaborate provisions, however necessary in the case of combinations 
of capital on a large scale, are wholly iinsiiited to societies of .the 
kind which we desire to encourage. The first thing to be done, 
therefore, was to take such societies out of the operation of the 
general law on tlie subject, and to substitute provisions specially 
a^lapted to their constitution and objects. In the second place, 
it Avas desirable to confer u[)on tliem special privileg(‘s and facilities, 
in order to encourage their formation and assist their o])erations. 
And, thirdly, since tliey were to enjoy exemption from the general 
law and facilities of a very s])ecial nature, it was very necessary to 
take such precautions as might be needed in order to prevent 
speculators and ca})italists from availing themselves, under colourable 
pretexts, of privileges which were not intended for them. These 
three ends Avere the objects Avhich we kept in view in framing the 
legislation that I am about to pro])ose. 

When Avo came to consider the details of our Bill, we found 
that we had bclorc us an extraordinary diversity of opinion, \v1iich 
extended in many cases to matters of ])rinciple, and which reflected, 
not only the individual convictions and experiences of the authorities 
consulted, but also the infinite variety that charac/ucrises the 
conditions with Avhich Ave have to deal and the material with which 
imVave to Work. But such diversity of opinion Avas only to be 
expected. The fact is that the whole business is of the nature 
of an experiment, upon Avhich avc are entering Avith very scanty 
knowledge and very little local experience, and in which we 
shall have to feel our Avay cautiou.sly, and to gain our experience as 
we advance. We have, it is true, European results to guide us, and 
European models to imitate. But it by no means folloAvs that what 
succeeds in Europe will succeed also in India. Nor indeed is it 
probable that what is best suited to one part of this great country 
will always be best suited to another. The conditions and the 
character and habits of the people vary infinitely; and we shall 
probably find that the institutions Avhich we desire to promote will 
take widely differing forms among such widely different classes, as, 
for instance, the yeomen of the Punjab, the ryots of Southern 
India, and the tenants o:^ Bengal. If an institution of this sort, 
which depends upon the people themselves combining for their mutual 
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advantage, is to suc6ced, it must be, as far as possible, an indigenous 
and a natural growth. An exotic type may be forced b*y artificial 
stimulus to flourish for a while, but we can never expect it to take 
vigorous root, or to continue to flourish when that stimulus is with- 
drawn. Certain broad ‘principles must be laid down, and certain 
precautions must be insisted upon ; but within those principles and 
subject to those precautions, the people must in the main be left 
to work out their own salvation on their own lines, the function of 
Government being confined to hearty sympathy, assistance and 
advice. 

Guided by these considerations, we have kept two cardinal objects 
in view in framing the present Bill. The first is simiMcity. Some 
of the schemes which were laid before us were far too elaborate for 
the comprehension of the classes for whom they were intended, but 
who certainly could never have complied with their provisions. 
Simplicity is the first essential fOr success. The second is elasticity. 
Our aim has been to lay down merely the general outlines, and to 
leave the details to be filled in gradually on lines which the experience 
of failure or success and the natural development of the institutions 
may indicate as best suited to each part of the country. So far 
therefore, as it deals with the constitution of the societies, we have 
confined the provisions of our Bill to those general principles whicl 
we consider that all co-operative credit societies should accept as the 
condition of being permitted to enjoy the advantages afforded by oui 
special legislation. There are other matters in respect of which 
guidance and some restriction will be necessary ; but we have lef 
them to be dealt with by Local Governments in accordance wit! 
local needs, in the exercise of the rule-making power which the Bil 
confers upon them. If tlie Bill passes into law, we shall impresi 
upon those Governments that simplicity and elasticity are as essentia 
in the rules framed under the law as they are in the law itself, anc 
that especiallyan the first instance, and until further experience has 
been gained, the regulative interference of Government should bi 
limited strictly to essentials, so as to leave spontaneous growtl 
unhampered. Experiment is as necessary within the province as i 
is within the Empire. 

Before turning to the actual provisions of the Bill, it will be wel 
to define as exactly as possible the precise nature of the institution 
Vrhich we desire to create, and .that we^tehaU best do by defining tb 
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precise object with which we desire to create them. That object 
may perhaps bo defined as the encouragement of individual thrift, 
and of mutual co-operation amon^ tlie members, with a view to the 
utilisation of their combined credit, by the aid of their intimate 
knowledge of one another's needs and capacities, and of the pressure 
of local public opinion. 

The main object of our endeavours is to assist agricultural credit, 
which presents a far more important and more difficult problem than 
does industrial credit. But we recognise that artisans, employes on 
■small pay, and other persons of small means residing in towns, may 
very properly be admitted to the benefits of our legislation. We 
therefore provide for two classes of societies — rural y which are composed 
of agriculturists (a term which is not intended to include the wealthy 
rent-receiver), and urhiUy which consist of artisans or other persons 
of limited means. The members of a rural society may live in a 
town : so also the members of an urban society may live in a village, 
but it must be one single village — a condition which will exclude in 
practice all villages that are not sufficiently large to possess an urban 
character. In the case of both classes we provide that the members 
must be small men, for we are not legislating for capitalists ; that 
they must be residents of the same neighbourhood, else the 
knowledge of one another which is to guide them in their operations 
will be wanting ; that new members shall be admitted^ by election 
only, thus securing that mutual confidence which is the only 
possible foundation of co-operation ; that a man must be a 
member before he can borrow from the society, and must in that capacity 
have contributed to the funds of the society, since our basis is mutual 
co-operation ; that money shall not be lent on mortgage, so that the 
capital may be liquid, and capable of ready realisation ; that the 
interest in a society which may be held by a single member is to be 
limited, in order to prevent an individual from obtaining control ; and 
that shares can be transferred subject only to certain restrictions 
which are intended to prevent speculation. We provide for a simple 
form of registration ; for compulsory dissolution, subject to appeal 
to the Local Government, in order to meet the case of fraud, or of 
bogus co-operative societies which may have obtained the benefits of 
the Act while not pursuing its objects ; and fpr liquidation under a 
simple procedure, and subject to appeal to the Civil Courts. , 

In the case of rural societies we further insist upon unlimited 
liability, as best suited to the agricultural classes to whom they are 
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confined and most, consonant with the mutual confidence which is 
to form their basis ; we lay down that no i)rofit is to be directly 
4ividod amonj^ the members, since their object is not to make money 
but to assist one another, and any surplus that may accrue 
should either be carried to a reserve fund, or be applied to reducing 
the rate of interest upon loans; and we forbid the society to 
borrow money without sanction, for it would often be worth the 
while of a money-lender to risk his money in order to get a success- 
ful society into his power, and so to rid himself of a rival. We 
prohibit pawn-broking, since the basis of the operations should be 
personal and not material security; but we allow agricultural produce 
to be received as security or in payment, and to be converted into 
money at any time by the society, wbic^h will generally be in a posi- 
tion to get a better price for it than an indebted cultivator could 
obtain. 

In the case of urban societies we allow of limited liability and the 
distribution of profits, subject to the creation of a sufficient reserve 
fund, and we allow them to lend money to a rural society which is 
situated in the same district, and with the circumstances of which they 
have therefore the opportunity of being acquainted. 

Having thus provided for the constitution of our societies, and 
re<^ulated their operations, we proceed to confer upon them certain 
privileges. We exempt the shares or other interests of members in 
the capital of a society from attachment for their private debts, thus 
encouraging thrift, and giving stability to the operations of the society ; 
we relieve societies from the necessity for letters of administration 
or a succession certificate ; we give them a lion upon certain forms of 
property when created or acquired by means of a loan from them, 
until the loan is repaid ; and we make an entry in the books of a society 
^rima facie evidence in a suit to recover money due to it. We take 
powers for the Governor-General in Council to exempt societies and 
their operations from income-tax, stamp-duties, and registration-fees ; 
and it is our intention to act upon those powers, at any rate in the 
first instance. 

Finally, we provide for compulsory inspection and audit by a 
Government officer, in order to provide agaigst mismanagement and 
fraud, to give the members and the public confidence in the societies, 
and to justify the privileges which we confer upon them ; we make 
Government advances recoverable as arr^s of land*revenuej we 
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confer a wide rule-making power upon Local Governments while 
indicating certain heads under wliich it will probably be advisable to 
exercise it ; and we declare that tlie provisions of the Indian Companies' 
Act shall not apply to societies registered under the new law. 

There are four points of some importance as to which the Bill is 
silent, but which have been much discussed, and with great diversity 
of ojunion ; and I may perhaps briefly indicate why our proposals 
include no provisions regarding them. The first is, the objects with 
which these societies may make loans to their members. It has been 
strongly urged that no loans should be permitted except for productive 
expenditure, and specially that they should not be granted for such 
purpose as marriages and the like. We recognise that there is much 
to be said both for and against the proposal ; but we have finally 
decided to reject it, mainly on the ground that whatever restrictions 
migiit be imposed by law, it would be impossible to enforce them, 
while their mere existence would encourage evasion and deceit. More- 
over, we are not without hope that the fact that a society refuses 
to lend more than Es. 50 to a member for a marriage, as being as 
much as he can hope to repay, may not unfrequcntly lead to his 
limiting his expenditure to Rs. 50 instead of going to the money-lender 
for Rs. 100. 

In the second place, it has been suggested that. a summary 
procedure for the recovery of debt should be placed at the disposal 
of these societies. It is true that the recovery of debt by civil suit 
is a tedious process, and that a society of the sort we are considering 
is perhaps the least fitted of all agencies to conduct such a suit. But 
it is a serious matter to place our executive machinery at the disposal 
of a private creditor. And, above all, such artificial assistance would 
discourage the exercise of that vigilance and caution upon which these 
societies should depend for their security. With the local knowledge 
which will be at their command, they should, if they conduct their 
affairs prudently, hardly ever need to have reeoui*se to a Court, 
Their strength should lie in that knowledge, and not in any special 
process of recovery. In the rule-making section we have authorised 
Local Governments to provide for the settlement of disputes by 
arbitration if a society so wishes ; and we do not propose to go 
further. 

In the third place, we have been urged to prohibit compon&dl 
interest. We have had* no hesitation in rejecting this sngg^eti^ 
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Compound interst is a devilish engine in the hands of a creditor whose 
whole object is to involve his debtor in his meshes. But fairly used, 
it is just enough ; and prompt recovery of debt is essential to the 
working of these societies. There is a danger that they may be too 
slack in dealing with their friends and neighbours, and compound 
interest will provide a useful stimulus to the debtor. 

In the fourth place, we have been asked, with the object of giving 
special encouragement to thrift, to extend to mere deposits made by 
members with their societies, the same exemption from attachment 
for debt for whicli we have provided in the ease of contributions that 
have merged in the capital fupds of the society ; and the precedent 
of Provident Funds has been quoted in support of the proposal. 
We do not admit the analogy. Provident Funds are protected, not 
for the benefit of the subscriber, but because they form a provision 
for the widow and the orphan ; and we do not think that thrift should 
be encouraged wholesale at the expense of the legitimate creditor. 
The exemption for which we have provided is confined within definite 
limite, and we do not propose to extend it. 

Such, my Loud, are the outlines of the legislation which I am about 
to propose to Council. But legislation is useful only as the basis 
of subsequent action ; and the subject is of such great and general 
interest and importance that I think I shall be justified in asking the 
Council to bear with me a little longer, while I briefly sketch in outline 
the action which we propose to take if our Bill becomes Law. I have 
0aid that the whole matter is an experiment, and that we shall have to 
gain our experience as we go. Under these circumstances it is essential 
to proceed gradually and with the greatest caution. We cannot hope 
to escape failures, which will involve loss to individuals ; and many 
failures would set back the cause which we have at heart, while a few 
successful societies will speedily find spontaneous imitators. If by a 
stroke of the pen I could cover the country to-morrow with a network 
of these societies, I should decline to do so until we know more about 
the fbrms which will best suit the conditions with which we have to 
deal. And that knowledge only experience can teach us. 

bn the other hand, it is abundantly clear that no real advance 
will be made vrfthout the active encouragement and assistance of 
Government. We propose therefore to ask Local Governments to 
select a few places in each province in which to try the initial experi- 
They should present some variety of conditions, sO 
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afford a wide experience ; and an important element in the choioe 
will be the personal character of the District Officer, and the degree 
in which he possesses the confidence of, and exei*cises influence over, 
the people. I shall explain presently how we propose to relieve the 
District Officer when the societies have once been formed. But it is 
he who must give the first impulse ; he must explain the new law 
and preach the new gospel ; he must select the places in which the 
experiment is most likely to succeed, and must suggest to the people 
that they should try it, putting it to them as action to be taken, not 
by Government but by themselves, while explaining how far and in 
what way Government is ready to help them. 

Indeed, the active assistance and support of the District Officer 
will be necessary in every case, until the new plant has taken firm 
root and is strong enough to stand alone, and the officer who is in 
immediate charge must work in constant consultation with him. 
But wo do not propose to burden him with the detailed care of the 
societies. Hon’ble Members will observe that the Bill provides for 
the appointment in each province of a Registrar, to whom somewhat 
extensive powers have been given in order to secure that our 
legislation is not taken advantage of by bogus societies. We 
propose that he should be a whole-time officer specially selected for the 
work, and that to him should be entrusted the care and, supervision 
of all the societies in the province. The advantage of concentrating 
this duty in a single pair of hands will be, that the experience of all 
the societies will be placed at the disposal of each, since by watching 
developments under various conditions the Registrar will gain 
experience which will render him an invaluable adviser ] he will -know 
what has succeeded in one place or failed in another, and will be in a 
position to point out defects and suggest remedies, and to prevent 
the repetition of mistakes. For the first few years at least he will 
constantly be going round, visiting the societies and watching their 
progress, criticising and assisting them, but as a friendly adviser 
rather than as an inspecting officer. As experience is accumulated 
and the societies gain strength and are able to stand alone, and 
as their numbers multiply, the ^diy-nurse' element will disappear 
from his duties, which will become more purely official 

I have only one more point to touch upon. The first question 
that will be asked— that has indeed been asked already— is, what « 
Government going to do *for these societies in the way of fin a n cial 
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assistance ? I have already said that we propose to exempt for the 
present their profits and operations from income-tax, stamp-duties, 
and registration -fees. We shall also authorise them to open public 
accounts in the Post Office Savings Banks ; and these measures will 
apply equally to urban and to rural societies. In the case of urban 
societies we propose to go no farther. 

As to whether Government should contribute to the capital 
of ruml societies the most opposite and extreme views have been 
urged upon us. It has been suggested that we should finance them 
entirely ; but such a procedure would be destructive of that thrift 
and co-operation and mutual self-help which it is our object to 
encourage. It has been proposed that the distribution of Government 
takavi advances should be entrusted to these societies ; and I think 
it quite jiossible that some day we may be able to make use of those 
among them which have taken root and flourished, and which s^and 
on a strong and independent basis of their own, as valuable agencies 
for the purpose. But they must learn to swim before they are thrown 
into deep water ; to take care of their own money before they are 
trusted with much of ours ; and to allow them to regard themselves 
ns more agencies for the distribution and recovery of Government 
advances would wholly defeat the object of their creation. 

From the opposite point of view it has been argued that any 
financial assistance whatever from Government must obscure the 
co-operative principle, and weaken the spirit of self-dependence which 
we desire to foster ; and it has been urged that Government should 
confine itself to sympathy and encouragement and moral support. 
To this it has been replied, and not without reason, that assistance 
thus restricted would be but cold comfort. We fully recognise the 
danger which is pointed out ; and we propose so to limit our assistance 
as to minimise that danger as far as possible, by laying do\\Ti that it 
must bo preceded by, and must depend in its amount, upon a genuine 
subscription by the people themselves. But, subject to these condi- 
tions, we are prepared to give financial assistance at the start. We 
believe that such assistance will have a value beyond its mere use as 
capital on easy terms, since it will be an earnest of the reality of the 
interest which Government takes in the matter, while the terms to 
which it will be subject will stimulate the thrift and self-help that 
are to be a condition precedent. We do not contemplate that oiip > 
aid will always bo needed* Both in the niatter of detailed guiduio^^ 
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End of the provision of funds, we shall not feel that we have suc- 
ceeded unless we eventually find ourselves able to withdraw ; for as 
has been well said, ‘co-operation must be built up from the bottom, 
and not from the top.’ But, for the present, we shall be prepared to 
advance money to rural societies in even fifties of rupees, subject to 
the condition that the total advance outstanding shall at no time 
exceed the total amount subscribed or deposited by the members of 
the society, or a limit of Rs. 2,000 in the case of any single society. 
It may be said that the first condition will greatly restrict the 
advances ; but at an}? late they will double the resources at the 
disposal of the society. During the first three years of the life of 
any society, the advances will be free of Hiterest, and will not be 
recoverable except in the case of the society being wound up ; while 
after that period they will ordinarily bear interest at 4 per cent., and 
will be recoverable in annual instalments not exceeding one-tenth of 
the total amount due. The Registrar will have power to suspend the 
payment of any instalment of capital on payment of any interest that 
may be due, and such suspension will simply postpone the payment 
of the suspended instalment and of all subsequent instalments by ono 
instalment period. 

Such my Lord, are the outlines of the legislation which we 
proi)ose, and of the executive action which we intend to base upon it. 



Co-operative Credit Societies Act Amendment Bill, 1911. 

Statement of Objects and Reasons, 

When the Bill, which subsequently became the Act of 1904», was 
published, the following remarks were made in the Statement of 
Objects and Reasons : — “ Legislation is called for not only in order to 
lay down the fundamental conditions which must be observed, but also 
with a view to giving such societies a corporate existence without 
resort to the elaborate provisions of the Companies Act ; but it is 
thought that legislation should be confined within the narrowest 
possible limits. The Bill has, therefore, been drawn so as to deal only 
with those points which the Government consider to be essential, and 
its provisions have been expressed in simple and general terms, a wide 
rule-making power being reserved to Local Governments, so that what 
is felt to be of the nature of an experiment may be tried in each province 
or part of a province on such lines as seem to afford most promise of 
success^^ : and these principles were followed in the Act as passed. 

2. The adequacy of the existing Act was examined at a 
Conference of Registrars of Co-operative Credit Societies in 1909, 
and it was held that the Act still remained in many ways unduly 
restricted, and that it also required certain alterations in detail which 
had been suggested by experts since 1904. The Conference of 
Registrars drew up proposals for the amendment of the Act, and after 
consulting Local Governments on these proposals the Government of 
IndiA have prepared the Bill now published. The chief changes 
contemplated by the Government of India are four in number 

{i) The Act of J 904 applies to Societies for the purpose of 
co-operative credit only, and not to Co-operative Societies 
of other kinds, such as those established for production 
or distribution. It has in practice been found that the 
establishment of Credit Societies has led to the founding 
of other classes of Co-operative Societies also, and it is 
advisable that the privileges extended by the Act to 
Co-operative Credit Societies should be extended to these 
other Societies. It is proposed therefore that the Act as 
now revised should be made applicable to all classes of 
Co-operative Societies— clause 1 (1) and clause 4 of 
the Bill. . " 
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(«■) In the Act of 1904 Societies were classified according 
as they were ‘'Urban” or “Rural” and, the principle 
was laid down that as a general rule rural societies should 
be with unlimited liability. This basis for distinction 
was adopted, mainly because it represented a classification 
which had already been recommended and put in force 
in the initiation of Co-operative Credit Societies in 
certain parts of India, but it was at the time, criticised 
as unsuitable by experts, and it has in practice been 
found artificial and inconvenient. The real distinction 
is between Societies with limited and those with 
unlimited liability, and it is proposed in the new Bill to 
maintain this distinction only while retaining the 
principle that agricultural Credit Societies must, as a 
general rule, be with unlimited liability — see clause 4 of 
the Bill. 

(iti) The Act of 1904 did not contemplate that Societies with 
unlimited liability should distribute profits. It is still 
felt that such Societies do not represent the best form of 
co-operation for agricultural communities, but this form 
of Society has, in practice, been for some time in 
existence in several provinces, and Societies of this 
character, though not of the orthodo^x type, are 
recognized to be capable of useful work. Although 
therefore it is not intended to give them undue 
encouragement, it is proposed to legalize their existence 
and to permit an unlimited Society, with the sanction of 
the Local Government, to distribute profits — see clause 28 
of the Bill. 

(tr) A cardinal principle which is observed in the organization 
of Co-operative Societies in Europe is the grouping of 
such Societies into Unions and their financing by means 
of Central Banks. This stage of co-operation had not 
been fully realised or provided for in the Act of 1904, 
but such grouping of Societies has already been found 
feasible in most provinces, and it is now considered 
desirable to legalize the formation of Co-operative Credit 
Societies of which the Members shall be other Co* 
operative Credit Societies-^reV/^ clauses 5 (I), 6 and lO 
(5) of the Bill* 



[Extracts from the Erocecdivtjs of the Governor GeneraVs Council 
dated the 1st March 19 11. 'I 

Co-OPEIIATIVE CREDIT SOCIETIES AcT AMENDMENT BiLL. 

The Hon’ble Mr. Carlyle said : — I beg to move for leave to 
introduce a Bill to amend the law relating to Co-operative Credit 
Societies. When Sir Denzil Iubetson introduced the Co-operative 
Credit Societies Bill in October 1903, he remarked : ' I believe that 
it would be hard to exaggerate either the importance or the difficulty 
of the experiment u])on which we are about to embark. I feel by no 
means certain of success. And if we do achieve success, I do not 
expect to find in it a panacea for all the difficulties of the Indian 
cultivator. But I am convinced that if we can succeed in inducing 
him to combine with his fellows to utilise their collective credit ^r the 
benefit of each, we shall have done a great deal to lessen those 
difficulties and to improve his condition. At any rate, I hold it to b(i 
the bounden duty of Government to give the ex 2 )eriment a fair trial, 
and to do all that lies in its power to make it successful. But it must 
be remembered that success or failure lies in other hands than ours. 
We can do nothing of ourselves. We can offer encouragement, 
advice, legal facilities, and executive and financial assistance. It is 
for the people to decide whether they will avail themselves of our 
offer. ' The offer has been made to the people, and by the people it 
has been accepted. While the present Act was under discussion in 
Council many fears were expressed. There was, said one Indian 
Member, the want of that one essential quality, namely, co-operation, 
which has been a prevailing defect of the Indian character from a 
long time and the cause of many evils. Another Member held that 
insistence on the principle of unlimited liability was likely to keep 
away from the new societies those very classes whose help and 
co-operation would be indispensable. This Member also held that 
insufficient provision was made for financial resources, and tliat the 
absence of some summary procedure to recover the debts due to 
societies, was likely to interfere with their success. Notwithstanding 
all these doubts and fears, co-operation has established its footing in 
India. While the movement is still in its infancy, yet it is a robust 
an d vigorous infancy which gives great promise for the future. It 
lias liieen found that the root of the matter* does exist in India, and 
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tliafc’ Indians will co-operate, that unlimited liability is not a bugbear, 
tlmt societies are succeeding in attracting capital, and that they have 
not found the absence of a summary procedure an insuperable difficulty 
in the way of collecting their debts. 

According to the last figures available, there are now 8,466 
urban and rural societies with a membership of 226,958 persons, and 
with a working capital of Rs. 1,08,27,74-3 ; of which, I am glad to 
say, only Rs. 7,21,775 comes from Government. This is the result 
of 7 years’ working. In Germany there were only 1,729 Co-operative 
Crolit Societies working in 1890, 23 years after the first Prussian 
Co-operative Law was passed. In Austria the co-operative movement 
commenced in 1873. After 17 years there was only one Rapfeisbn 
Bank for 131,000 inhabitants. Here, excluding Native States, we 
have already in 7 years got approximately one rural Co-operative 
Society to just over 70,000 people. In Italy the first rural bank was 
founded in 1883, and it took 24 years to bring the number up to 
1,461. Seven years after the movement had commenced, there were 
only 4 4 banks. Making every allowance for differences in membership 
of the societies and for the fact that India has benefited by the 
pioneer work, specially, of Gennany and Italy, and that the pioneer 
work has been done here by the State and not by individuals fighting 
against the State, yet the figures I have given testify to an 
extraordinarily rapid advance. 

It may be asked why, if the movement has been so successful 
under the existing Act, not remain content with it ? My answer is 
that it is lar gely owing to the very success of the movement that a 
new Act is required. The success of co-operative credit societies has 
paved the way for co-operative societies formed for other purposes, and 
it is difficult to fit them into the provisions of an Act which was not 
intended for them. In saying this I cast no reflection on the framers 
of the present Act. It was deliberately resolved to limit the Act U> 
credit societies, and the decision was a wise one, while the scheme was 
in the cxj>erimental stage. But now that the co-operative movement 
is well es^tablished, it is clear that provision must be made for 
co-operation not merely to borrow, but also to purchase and produce. 
Moreover it is essential to provide, as I will show later on, for Hie 
union of societies in larger bodies so as to secure a large measure of 
non-official inspection and control and to facilitate the raising of fun^. 
Seven years' experience haS brought to light many minor defeote^^i#^ 
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the Act» The question of the amendment of the Act was veiy 
carefully considered before the Legislative Department undertook the 
drafting of this Bill. Two annual Conferences have considered what 
changes are needed, and Local Governments have been consulted on a 
rough draft of a Bill framed at the Conference of 1909* 

I will to-day only mention those points in the Bill which are of 
special importance. I have already touched on the need of providing 
for Co-operative other than merely Credit Societies, and I need say 
no more regarding this. Another important change relates to the 
classification of societies. Under the existing Act the classification 
of societies depends on whether or no the members of the societies are 
mainly agriculturists. The main division is into rural and urban 
societies. In a rural society not less than four-fifths of the members 
must be agriculturists. In an urban society not less than four-fifths 
of the members must be non-agriculturists ; and in a rural society, 
save with the special consent of the Local Government, the liability 
of the members is unlimited. This classification was objected to at 
the time by many critics, notably by Mr. Wolff, and experience has 
shown that the critics were right. Sir Denzil Ibbetson, when 
introducing the Bill, pointed out that in the case of rural societies, 
unlimited liability was best suited to the agricultural classes to whom 
such societies are confined, and no doubt it is generally the case that 
unlimited liability is best for a society of small agriculturists, as it 
ensures caution in admission to membership and strict control over the 
manner in which loans are spent and the purposes to which they are 
devoted. All these considerations, however, apply with equal force 
in many other cases ; take, for instance, a small society of weavers 
working together in one place whether in the town or in the country. 
Again, a rural society may consist of a number of well-to-do people 
who could derive great advantage from co-operating but who are 
not prepared to undertake unlimited liability for one another’s debts. 
Tbe^ true distinction appears to be between limited and unlimited 
societies. In many cases urban societies should be unlimited. In 
some cases there is no reason why raral societies should not be formed 
of limited liability. 

There is likely to be more difference of opinion regarding the 
provisions of section 28 of the Bill permitting of the distribution of 
profits on certain conditions to members of societies of unlimited 
liability. The distribution of profits is permitted even under the 
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present Act, but the stringency of the provisions has been muoh 
relaxed. It will, I think, generally be recognised that the inclusion 
of provisions for the division of profits to the members of unlimited 
co-operative societies tends to bring in influences dangerous to the 
true co-operative spirit. We must, however, accept facts, and not 
insist on pushing too far our co-operative idealism. Especially in the 
Punjab and in Burma it has been found that the possibility of 
obtaining sliares in a society with the prospect of ultimately 
participating in the profits has induced many who would not otherwise 
have done so to join the movement. 

The last change in the law I propose to notice— and it is one 
of very great importance— is that which provides- for the possibility 
of grouping all societies into Unions. I will very briefly indicate the 
great importance of this matter. It is not at all unlikely that it may 
appear to many who are not acquainted with the subject that it is for 
the Government to provide for the inspection of societies, and that 
Government might well be more liberal in its assistance in the shape 
of loans. In my view it is of the utmost importance to the healthy 
and successful development of the movement that Government 
interference and help should be reduced to a minimum. We have, on 
the whole, been very fortunate so far in securing for the development 
of the movement officers who have thoroughly sympathised with, and 
who have a tliorough grasp of, the principles of the whole* movement. 
But if co-operative societies develop in the future as fast as they have 
done in the past, and if Government control continues to be as close 
as it is at present, sooner or later the whole business of inspection 
must become departmentalised. In dealing with co-operative societies 
a mere knowledge of rules is useless. Mere mechanical inspection 
and control would destroy, and not build up, the co-operative spirit, 
[t is possible to get a few officers with the necessary gifts and 
knowledge, but if the number of officers to be appointed were large, 
juch special •3lection would ultimately become impossible ; and 
iny thing in the nature of Government control by officers appointed 
and not specially selected, is almost bound in the long run 
» be injurious. On the other hand, if co-operative societies join 
»gether to form unions, each of these unions should be able to provide 
'rom among their members some men with the necessary knowledge 
ind enthusiasm to guide those who require help. The business of 
he unions will be not merely to obtain funds to finance the societies 
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belonging to them, but to see that the societies are conducted oii right 
lines and are not endangering the stability of the whole union. 
Unions, such as I have described, are also essential to bring co- 
operative societies into touch with the money market. In many 
cases, the village societies attract loans locally. But more than this 
is required ; and it is of great importance, for several reasons, that the 
village societies should be in touch, through their unions, with a larger 
money market. Among other reasons it is necessary to equalise the 
demand and supply of loanable capital at different seasons. Probably 
some may say, ‘ Why should not Government itself advance the 
money ? The money is safe, and it can be lent at rates which 
would make the transaction one from which Government would 
actually profit.’ I may at once say that personally I have no doubt 
that Government could lend, and lend without loss, on a very large 
scale. But leaving aside the fact that Government cannot take 
out of the hands of private persons the financing of the agriculture 
and petty trade of the country, were it to embark on such loans on a 
large scale, the advances would necessarily be made on more or less 
hard and fast rules. On the other hand, if societies are obliged like 
any one else to borrow in the open market, their creditors will exercise 
a very powerful, though frequently indirect, influence on the business 
methods of the societies and on the objects to which loans are 
devoted. 



\ExtracUfrom Sir F. A. Nicholmi^s Bej^orl on Agricultural 
Banks, pj). 2-7, 10-12 23-25.] 


Mjkthods and Principles op organised credit in Europe. 

It is obvious that as all capital is derived from saviugs, and as all 
credit should be based on thrift and prudence, the stimulation of thrift 
and prudence is a necessary antecedent to tlie grant of credit. It is 
emphatically not the mere outpouring of cheap capital that is ro(|uired, 
not the mere grant of cheap and facile credit to classes unpreimred for 
the boon : what is wanted is the promotion of facilities for saving, 
the encouragement of banking deposits, the inculcation of the true 
objects, uses, and limits of credit ; in other words, the development 
of the* essential national virtues of thrift, foresight, and self-help, 
through institutions organized for those ends. Hence the object of 
this study is, necessarily, not mere rural credit-banking, but the 
promotion and development of all institutions which, while furthering 
useful credit, base that credit largely, perhaps chiefly, on previous 
thrift, and are thus able to exercise over their members a beneficent 
influence in the direction of self-help ; still more specially those which, 
being based on the principles of co-operation, bring the isolated units 
of society into association, and, by association, teach the benefit and 
virtue of mutual assistance in thrift and in credit, in combating 
improvidence within, and usury without, in developing industiy and 
in assuring to men the full results of their industry, in stimulating 
men to new ideas of life whether economic, social or moral. 

Cftsdit — Universal necessity for Rural credit . — The history of rural 
economy, alike in Europe, America and India, has no lesson more 
distinct than this, that agriculturists must and will borrow. This 
necessity is due to the fact that an agriculturist's capital is locked up 
in his land and stock, and must be temporarily mobilized ; hence, 
credit is not necessarily objectionable, nor is borrowing necessarily a 
sign of weakness. But such borrowing may be abused, and indebted- 
ness may be a symptom and a cause of danger, if the conditions of 
credit are unsound or defective, if borrowing is not a mere temporary, 
productive mobilization of capital, but the result of ignorance, 
improvidence, recklessness, misgovernment, social defects, or even 
sociid arrangements such* as the laws and customs of inheritance* 
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Credit is a necessity, and borrowing and indebtedness are useful or 
dangerous in proportion not merely to the use made of the sums 
borrowed, but in proportion as they are the result of a prudential 
foresight, or of necessity extraneous to the demands of agriculture. 

As a matter of fact the agricultiu-al classes all over the world are 
in a state of extreme indebtedness, due very largely to causes outside 
of the demands of agriculture, such as to poverty, ignorance, careless- 
ness, the laws of inheritance, foreign eompetition, seasonal disasters 
and epidemic diseases, and the demands of usury ; this indebtedness 
is recognized in Europe as a position of danger, and every country 
is seeking its remedy, usually in the direction of organized credit. 
While recognizing, however, the necessity for organizing and cheapen- 
ing credit, it is obvious that, since indebtedness is not due merely to 
the action of the usurer, no mere change in the machinery of credit 
can, of itself, effect a radical cure ; it can, 'per only palliate the 
symptoms, or retard the catastrophe. 

The condition of credit, — The conditions of credit may be summed 
up as follows : absolute proximity of lender and borrower ; complete 
security to the lender as regards the title of the property offered, its 
freedom from prior encumbrances, the recovery of his capital and 
interest at due date, inconvenient amounts, with facilities for enforcing 
such recovery in case of arrears ; thorough safety and facility to the 
borrower, in his ability to obtain cheap loans, at any time, to an 
amount proportionate to the security he can offer, and upon terms 
which will be so equitable in themselves, so convenient as regards 
repayment, so free from all risk of deliberate entanglement, so based 
upon published rule ; so devoid of any tendency to discount necessity 
or urgency otherwise than by an equitable insurance, that he can 
calculate on reaping the full fruits of his prudence, and find, in credit, 
a jxDwerful auxiliaiy to his productive powers and stability. In 
particular, the terais of repayment must be such tliat he can replace 
the loan from the profits of the transaction for which it was obtained \ 
an improvement to land must be repayable by instalments over a long 
series of years ; a purchase of stock must be similarly repayable over 
a shorter series ; advances upon crops or for maintenance may be 
repayable in lump or by instalments according to convenience. It is 
axiomatic that loans sunk in improvements or enterprises in which 
the returns are gradual, shall not be repayable except by instalments 
over a period proportionate to the nature of the enterprise. 
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Judged by ihese postulates the regime of tlie individual money 
lender is wholly defective ; he satisfies, indeed, the condition of 
proximity, but it is impossible for him, trading as he does upon his 
private capital supplemented merely by occasional borrowings, to 
satisfy the demands for loans at any time and to any amount ; he 
has no rules save those of his own conscience, and they are variable 
at pleasure ; he is but too prone — it is the imperfection of human 
nature — to exact terms high in proportion to the urgency of the 
borrower's need, and not in proportion to the security offered ; his 
accounts, if kept at all, are just what he chooses to write and no 
others, and are subject to no check or audit : he is apt to be swayed by 
greed, whether of money, land or power; ho can not consent to lock 
up his capital for a lengthy series of years, or to receive it back in 
infinitesimal driblets, indistinguishable from the interest with which 
the^ are paid. On the other hand, since it is impossible to trust the 
individual money lender with the powers of distraint or other summary 
recovciy, he is put to considerable expense, delay, loss and fraud in 
the recovery of his loans, a loss which he recoups with a handsome 
increment from his clients, so that the punctual and honourable 
borrower pays for the offences of the defaulter. 

It is, then, certain that the substitution of organized credit for 
that of the money lender is a necessary development of civilization: 
the individual system is only an elementary stage tvliich must be 
eventually passed as general wealth, order, business confidence, and 
habits of association develop. The questions for consideration ai‘e the 
direction in which such credit shall develoj), the means by which 
it can be encouraged, the modes in which it will work, and the effects 
which it can be made to produce upon the nation. 

The functions of true credit . — It would be out of place to discuss 
the remedies for the ill plight of agriculture other than that of the 
organization of credit ; it is permissible merely to point to the lessons 
of history as teaching the uiiexpecUid and indeterminable difficulties 
of the social problem, even as regards agriculture. Liberty was 
granted to the feudal quasi-serf by the admirable legislation of VoN' 
Stein and Haiidenberg, with liberty of action as regards the land ; 
the unforeseen result is the existing mortgage debt of about 
£500,000,000 in Prussia alone. Equality was the revolutionary 
demand, and equal rights of inheritance a natural and just corollary j 
again the result has been the oveiwhelming indebtedness of tie 
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peasant and the infinite morcellment of the land even in industrial 
Europe. The problems threatening Indian agriculture are precisely 
the same in nature, though not yet in degree. Human nature is 
everywhere the same, and an uneducated nation largely composed of 
isolated, ignorant units, suddenly endowed with new rights and new 
values, suddenly placed under the regime of complete individual 
liberty of action, will invariably pledge those rights and those values, 
till it is found that it is only the form and not the fact of servitude 
and dependence, that has been altered. 

When, therefore, we are considering the poverty and indebtedness 
of the ryot and suggestions for his relief, it is idle, even mischievous, 
to fasten attention on one cause or set of causes, and equally idle to 
insist each upon his own special remedy as the one panacea for rural 
difficulties. The eradication not of indebtedness, but of undue 
indebtedness, can only be effected by the slow, persistent, simultaneous 
action of a diversity of active remedies, the nature of which is partly 
indicated above, but necessarily differs for each community. 

But the present study is expressly confined to the remedy found 
in the organization of credit, a remedy, however, of almost unbounded 
potentialities, provided that it is so prepared as to contain the alternative 
and tonic elements of national vigour. The mere supply of cheap 
capital ah extra is no sufficient remedy ; it would probably intensify 
the difficulty by increasing the load of debt ; even the supply of such 
‘ capital by the ^Organization of credit,^^ i.e. by the establishment of 
banks j is inadequate as a radical means of relief. 

It is not merely cheap and facile credit that is required ; it is a 
credit which must indeed be cheap and facile in that it shall be ever 
at hand, but it must be credit which shall only be so obtainable that 
the act and effort of obtaining it shall educate, discipline and guide 
the borrower ; it should be granted only to those who have learned 
to think, to plan, to save ; the method of providing it must teach the 
lessons of self and mutual help, and suggest the •extension of those 
lessons to matters outside of mere credit ; it must be safe not merely 
eliminating the dangers of usury, but in being controlled, heedful, 
Mid productive. 

Hence, while studying credit and preparing for its organization, 
the object to be borne in mind is not the introduction merely of 
cheap capital or of banking credit, but of that system which shall most 
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readily and thoroughly develop essential national qualities j Hiobo 
systems of banking are to be preferred which tend in themselves to 
this result, and the efforts of the State whether in its legislative or in 
its executive capacity, should be directed towards the promotion of 
such systems. Not joint stock banks merely, still less State banks, 
or banks financed by the State for the mere issue of capital, but Mutual 
Credit Unions, are the desideratum ; co-operative societies, where the 
isolated learn the value and powers of association, where the ignorant 
are taught the lessons of business, the reckless learn heedfulness, thrift 
and prudence, the idle and intemperate return to industry and sobriety ; 
where the prudent, the sober, the skilful, tlie well-to-do unite with 
the }K)orer and weaker brethern in an association of mutual help and 
insensible self-development. 

Poverty and indebtedness may not disappear even when such 
systems attain full vigour and extension, but the student not of mere 
economics, but of national character and development cannot but 
believe that a nation in which such institutions are matters of course 
in every village, will be in the way of development as a nation of 
temperate, self-reliant, independent, yet united men. This is no 
dream of Utopia, for systems, still in their infancy even though 
their secieties are numbered by thousands, are working on these 
lines. * * * ^ 

It is unnecesary to dwell here in detail on the need for thrift j 
it is self-evident, especially in these days of provident institutions. 

* * * 

There is, however, room in India as in the West, for many classes 
of banks ; the joint stock bank is of value in its command of resources, 
and in its skilled management ; the co-operative union is a desideratum 
for every village ; the Mont de Piete^ probably as a branch of some 
other institution, is particularly needed in a country where savings 
are invested in jewellery ; the savings bank whether as a separate 
entity, primarily for the receipt of deposits, and secondarily as an 
investor of those deposits in safe loans, the Agricultural Association 
with a credit annex^ the land and land improvement bank for the 
larger estates and enterprises, the village clubs for the purchase and' 
supply of stock, the village granary or Posito, storing surplus grain 
at harvest and lending it out in the cultivation season, will all find ' 
place and work in a duly organized system of credit; it isiwi^ 
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cooperative unions alone that are suggested ; every class of institution 
affording facile, cheap, and safe credit is to be encouraged. But it 
is believed and urged that in the co-operative system lies the larger 
hope for the development of rural society and industry. 

Classification of Credit. — Credit is classified under three heads : 
Jlealy Chattel and Personal^ corresponding to the three divisions of 
capital viz.^ land, goods and ^character.’ The chief institutions for 
these three classes are respeetit^ely : — (1) the Land Banks of Germany 
Austria and France, with the Building Societies of Flngland and 
America; (2) the Monts de Piete of Europe; and (3) the Popular 
Banks and Credit Unions of Germany and Italy. In the West it is 
generally found that banks are- esfiiblished for, and largely confine 
themselves to, a single class of credit; the Landschaften and ^Credit 
Foncier ’ deal solely in real credit ; the Mont de Piete is a mere 
pawn-broking institution, the bill of sale or pledge without delivery 
being almost unknown in Latin Europe, owing to the state of the 
law; the Popular Bank or Union which is entirely co-operative, 
deals chiefly in credit based on ^ character,^ i.e. on personal bonds with 
personal sureties. The English Building Society, which is the original 
of the Madras Nidhi, almost confines itself to real credit, while the 
Madras institution deals or attempts to deal with every class. 
* * * The following are the banks to be mentioned; (1) 

Land banks proper ; (2) special Land banks such as the Rent charge 
banks of Prussia and the Peasants^ banks of Russia ; (3) Land 
Improvement banks ; (4) Building Societies ; (5) Agricultural banks 
(Societies du Credit agricolc); (6) Monts de Piete; (7) Positos 
or Monte Frumentarii ; (8) Popular banks of various types ; (9) 
Savings banks; and (10) Agricultuml Association with Credit 
annexes. * * * 

Popular Banks , — These are of three great classes, viz,, those 
following the system of Schulzb-Dblitzsch, of Luzzati and 
BUtppbisen. All are based on the grand common principle of 
mutuality or co-operation ; they are not joint-stock banks, but co- 
operative societies ; the units of association are men, not shares, 

Schulze-Delitzsch Societies, — ^The first class are the well known 
German ^Vorschussvereine;^ these were principally started for the 
artisan, small trading and professional classes, and their Clientele 
is largely, though not solely, urban. The foundation principles are 
those of solidarity or unlimited liability, thrift, and the productivity 
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of the loans granted; the area of operation is indeterminate, and 
the clientele all who will subscribe a share, subject however to the 
decision of an entrance committee. Thrift is compulsory, the subs- 
cription to a share being a condition of membership ; without thrift, 
no credit. Funds are obtained chiefly by deposits attracted by the 
principle of solidarity ; loans are granted chiefly on three months’ 
bills, Schulze-Delitzscii believing that money withdrawable on short 
notice eould only be lent on similarly short terms, 

* Beginning in 1850 with a single petty tentative society, established 
solely by the unwearied efforts of Schtilze-Delitzsch, a man of very 
moderate means and position, but of unbounded zeal, energy and 
enthusiasm, this class is now numbered by 'thousands; these are 
grouped in various unions, and these again are linked to a central 
agency : each bank, however, is wholly autonomous and independent, 
the ^unions having only advisory and inspecting powers. A congress 
meets annually, and there is a periodical devoted solely to the interests 
of the societies. Audit is provided within the societies by the usual 
committee of supervision, but by the law of 1889, special external 
audit is now compulsory, the unions of societies being generally 
expected to supply such audit. 

These societies deal in the aggregate in millions sterling ; the 
1,076 societies which sent in their accounts in 1892 to the Central 
Union showed an own capital of £7,197,927 including a reserve of 
£1,473,702, deposits and borrowed funds of £21,951,169, and tran- 
sactions in advances of £78,080,526 during 1891-92; they had 
614,524 members, or 478 per society, of whom about three-tenths 
svere agricultural. Their defect is in the shortness of their loans; 
3ven for the current needs of agriculturists three months is insuffi- 
jient; with however the necessaiy prolongations of one or two 
further periods, current needs may be successfully supplied ; but for 
dl such purposes as the provision or replacement of stock, for 
mprovements, plantations, buildings and the like, they are obviously 
insuited. It is however, perfectly possible to adapt these banks to 
11 rur^ needs ; loans of longer term can safely be granted even 
inder the present system of deposits, and by adopting a system either 
f long term deposits or of debentures or both, loans of any term may 
eadily be granted. 

It is said that these banks frequently lose their mutual character, 
nd become mere general banks, seeking high profits. In order to 
37 
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develop thrift Sciiulze-Delitzscit offered the attraction of profits as 
large as could be rnade; the societies have been very successful in 
.earning profits, and the investing members, as distinguished from the 
borrowers, naturally look more to this function than to that of 
supplying cheap and safe credit. Moreover the Directors have been 
stimulated by substantial honoraria for their services, until this feature 
of the b:iiiks has become unduly prominent. A co-operative bank 
which loots chiefiy to dividends and director's salaries is only co- 
operative in name. A similar tendency is observable even in Madras, 
whenever societies admit dividends and directors’ salaries as promi- 
nent attractions. 

It is believed that loans arc chiefly granted for productive 
purposes ; that at least is a foundation principle, since Scni lze- 
Dei.itzscii desired the material advancement of the people by the 
dcvelo])mont of thrift and })roduciivity. 

Members can, of course, withdraw at will, witli certain formali- 
ties and notice, taking their share values, but not a share of the 
reserve with them ; this is common to all co-operative societies. 

Self-help is the motto of these societies which have neither 
received nor needed any help of any sort from Government, save only 
that of a law which was based upon their own experience. 

Liczatii Popular Banh , — The second class of popular banks is 
the Italian adaptation of the above. Luzzati, then a young Professor 
of Political Economy and recently Minister of Finance, is the founder 
of this system which has firmly established itself within 30 years, 
the number of these banks being now (1894) about 900. In 1887 
there were 041 banks, of which 51-1 reported their statistics, namely, 
members 318,979, of whom about one-third were agricultural, own 
capital and reserve 14,100,000, deposits, &c., £17,280,000, bills 
discounted, loans, &c., £57,000,000.. 

The Dalian banks chiefly differ from their prototypes (1) in 
rejecting the principle of unlimited liability, a share capital subscribed 
by members only, and a heavy reserve, serving as a guarantee ; (2) 
in keeping dividends and honoraria as low as possible ; Luzzati in 
fact, considers that the great danger to co-operative banks is not 
that of failure, but of a success which leads members and directors 
towards the race for high profits and snug incomes, and he is conse- 
quently endeavouring, and with success, to obtain gratuitous or 
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almost gratuitous adiiiiiiistration. In this lie is assishid partly by 
the newness of tlie banks, partly by the Italian habit of gi‘a- 
tuitous public administration as seen in the matter i)f savings banks, 
Monti and other lieneflt societies. Loans an' also granted for longer 
terms than in Germany, but tlie method is i-til) ]^y three months* 
bills, periodically renewed, since this method gives the ])ank consider- 
able control over the utilization of the loans and over the borrowers' 
punctuality in repayment. 

The societies have, of course, a newspaper organ of their own. 

The popular banks, both of (Germany and Italy, are able to reach 
the small folk and grant cpiite small loans ; -with the Raiffeisen 
societies they form what will eventually be an almost complete 
banking organization for the smaller folk of the countries through 
which they are ramified. 

llaiffcueii Credit Unwm avd JCoIlenitjorg (\me Burali . — The 
Raiffeisen system, also adopted of late years into Italy, is entirely 
rural and co-operative. It is again of German origin, of the Immblest 
beginning, and is due entirely to the philanthropic devotion and 
energy of a simple burgomeister (village head), ‘ Fatlier ' 11 uffeisen. 
These societies are based on the following principles, which are con- 
sidered absolute: (1) limitation of area, usually to a single village, 
so that the bank may know and be known of all ; (2) unlimited 
liability; (8) reduction of the share capital— now compulsory by law — 
to the lowest possi!)Ie minimum ; this principle is expressly intended 
to arrest any tendency to the seeking after dividends; (1) absolute 
gratuitousuess of administration, only the actual clerical work being 
paid for, and that on a most economical scale ; (5) the utilization 
of the loans only for productive purpose, the word ^ productive ’ being, 
of course, interpreted widely, as, for instance, for the maintenance 
of the farmer pending his crop, the paying off of usurious loans, and 
the like ; (C) a considerable duration of loans, extending ordinarily 
up to 10, and occasionally to 20 years; (7) repayment by instal- 
ments ; (8) entire absence of inercasing dividends, the shares, oi an 
almost nominal amount, bearing only a moderate interest lixe<i by 
the articles, all other prolits being credited to a reserve whicli is 
not the projierty of members save in their corporate capacity ; lienco 
it can only be spent in works of public utility. 

These small and wtjak societies early found the advisability of 
grouping themselves for mutual advice and moral support ; there are 
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now several groupg, and these again are linked to a central agency. 
Tl^ere is also a Central bank for equalizing funds by lending the 
surplus of some to meet the needs of others. The loans granted by 
these societies go down to sums that would be considered small even 
in India where money is so much more valuable, showing that Lhese 
societies are, as indeed their constitution and membership indicate, 
the banks of the small rural folk. 

Raiffeisen desired the moral, even more than the material, develop- 
ment of the rural classes, and endeavoured, therefore, to eliminate 
the desire for profits, foreseeing that such a desire would infallibly 
lead to an opposition between borrowing and non-borrowing members, 
and to the loss of the guiding principle of brotherhood and mutual 
help, which was the central idea of his system. 

His efforts were but slowly crowned with success ; beginning in 
1849 there were only four by 1868; since that time they have 
established their reputation and are now developing at the rato of 
several per day; in September 1893 the original Neuwied group itself 
completed the number of 1,000, and it is calculated that there are 
already several thousands in existence. 

Their group organization is not so successfully carried out as is 
desirable, and statistics are very defective ; it is stated however, that 
not a single society has ever become bankrupt, while the vast increase 
in numbers amidst a poor and conservative clientele, argues their 
extreme suitability to rural needs. In Italy the work of these 
societies has been very particularly described by their founder, Signor 
W oLLBMBORG, and the results as depicted by himself and other 
reporters are encouraging and stimulative in the highest degree. 
Both in Germany and Italy these societies have their organ which is 
devoted to co-operative news. 

* * * 

S(ak Bauh . — The establishment of State banks is out of the 
question; it is impossible and would, if possible, be inadvisable. 
Imj^ssible since, under the jx)6tulates of credit — proximity, security 
of the lender, facility and safety to the borrower — there must be a 
bank in every village, or minor group of villages ; such a ramifica- 
tion would demand an establishment and find work equal to that 
of the existing Land Revenue Department; it is far more difficult 
for a great central agency to lend annually to millions of people, 
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with the hundred inquiries necessary on each occasion, and on thd 
fluctuating security available, than to deal with ordinary land revenue 
duties. No such organization has anywhere except in India beCil 
even dreamed of ; not even in France with her centi*alizing tendencies. 
Nor, indeed, has the State funds for general dealing in ordinary 
credit. Inadvisalle, for if possible, it would render the whole popula* 
tion dependent upon the State; it would enormously develop 
bureaucratic interference in the everyday affairs of life ; it would be 
an unheard of experiment in State socialism, and would absolutely 
confirm the already overwhelming tendency of this country to look 
to the State not only in all emergencies but in the ordinary affairs 
of life, to consider it as answerable for or bound to relieve its mis- 
fortunes and to accept the burden of all its debts and poverty ; it 
would develop, in a high degree, the habit of attempting to 
over-reach and defraud that entity vaguely known as Government ” 
which is usually credited with unlimited means and with the ability 
to overlook individual debts ; it would add the odium of the bailiff 
to that of the tax-collector — odio veciigali odium fenehre ; it would 
choke all private enterprise and, still worse, the development of those 
habits of providence, thrift, self and mutual help which are among 
the highest qualities of a nation. 

Functions of the Slate . — But the State must assist tlie development 
of organized credit. The functions of the State in the matter of 
rural credit are considerable; it must remove all disabilities and 
obstacles which prevent lender and borrower from meeting on fairly 
equal terms ; it must stimulate competition with the money-lender by 
suggesting and favouring the establishment of eredit associations of 
various classes ; it must legislate for the due formation and manage- 
ment of such associations, with a special leaning to co-operative 
associations as stimulative of essential national qualities ; it should 
grant certain privileges which cannot be safely entrusted to private 
individuals ; it should provide for efficient sujxjrvision ; and it may 
grant some moderate subventions, either as working or as mere start- 
ing funds. 

The State cannot do much by direct means to place lenders and 
borrowers on equal terms ; education is a chief means, but one of 
veiy slow growth. A usury law is generally a mistake, but the 
modern German form, though f>erhaps too drastic in its jHinalties, 
a great advance upon these ancient laws which lay down an arbitrarjr 
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rate for interest, to this day in the United States. The German 
law gives the courts discretion to decide in eacli particular case 
whether then* has or lias not been usniy, tlic circuinstain es of each 
contract being consideu' l, and especially any uiuliio ad\';intage which 
the lender may linve (mjoyi'd. A n>iiry le.'.v on tdonlar lines may be 
wludly tliough ti'mp'naiily useful. Similarly, it is advisable to insist 
that all persons habitually 'lealiiig iu credit as a business, shall keep 
a fixed set of accounts entered clearly and distinctly in projicr books ; 
the lack of such registers is daily felt.. 

The real method, however, of bridling the money-lender is by 
stimulating competition with him ; in Switzerland thirty years ago 
the complaints against the usurer were as elsewhere ; banks sprang 
up in obedience to the demand and in consonance with favourable 
laws of mortgage, registration and other stimulating circumstances ; 
the result now is tliat the money -lender is authoritatively declared 
to be of 110 account as a factor in general credit, there being about 
900 credit banks of various classes to less than people. 

* * * 

While it is desirable to develop the suggestive and educative 
functions of the law and of the executive in the mnUor of thrift and 
credit institutions, and to give, by law, certain privileges to societies 
established to promote national thrift, jirovid.'uee, and productivity, 
it is to be remembered that neither the existing law, nor the 
Govenimcut, nor the state of society, offers any actual obstacles to 
the establishment of any class of bank or benefit association ; if the 
law does not suggest, it does not prevent ; if the executive does not 
help, neither does it hinder j if the conditions of society are not all 
that can be desired, neither are they specially unfavourable. Compared, 
in fact, with the conditions of Eurojie, especially in the middle of 
tlie century when banks for the peojile first arose, the conditions of 
this Presidency (Madras) must be regarded as distinctly favourable. 
The nglit of associalion for any purpose, political, social, or economic 
is absolutely free ; fiscal burdens are light ; corninunieations, by rail, 
post and telegraph, are good ; justice is accessible, pure, and fairly 
prompt, while, in the village courts, this Presidency has , at hand an 
unequalled instrument for the enforcement of small claims and con- 
tiRcts ; education, though popularly backward, has produced a large 
class of men who are or may become fully aipiainted with Western 
ideas and methods, while sufficiently in touch with the people to be able 
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to carry those ideas into effect :tl,c ryots themselves are generally 
s rewd, while the village loaders arc accustomed to combined effort and 
system, as in the difficult task of water distrihiition from great tanks 
compared vvilk which the labour and organization required for manag- 
ing petty thrift and credit societies, are but small. The success of 
the Nidhis, even in vlllagis, proves that there is absolutely no neees- 
sary Iniidranec to the siicce.^sful working of association either in the 
law or in the condition.s of society, although it is most dcsimblo in 
the interests of further action, that certain ]>ositive improvements 
shall he introduced and jnivilegps granted. What is really wanted 
IS the advent of men of zeal, enllmsia.^m, devotion and i.ersevcmnce 
who will take np the Western ideas and methods, and, by jicrsonal 
labour, solve the difficulties of the jiroblem not on jiapi r but in actual 
practice; the philanthropic reformers of the Ea.st must sit down 
in the village-s as did their prototypes of the West, and must there 
establish the jietty societies which, as in Eurojie, shall contain the germ 
and promise of infinite potentialities. There can be no higher hiTiiour 
for any man than to achieve the role of the Sciiit.zu-Delitz.scii 


or the RAitTEi.sEN of India, and the possibility of tilling that role is 
witliiu tlie power of liimdreds of mcji in this Presidency. 



[Extracts from Sir F, A, NicJiolson^s Beport, pp, 93-96.] 


Analysis of European Land Banks. 

An analysis of the organization and methods of the various 
European land banks will give a more complete idea of Real credit in 
Europe than the description of isolated institutions or separate 
countries. This chapter refers only to institutions especially 
established for the granting of Real credit, and not to ordinary banks 
which merely grant mortgage loans as part of their general business, 
nor to Savings banks which place much of their deposits in this form 
of investment. 

Character . — All institutions for the special grant of Real credit 
are classified as private or public. 

Class L — Private institutions are associations either (fli) of 
borrowers, or {h) of lenders, that is, they are either associations of 
mutual credit consisting of landed proprietors united in a society for 
the purpose of obtaining loans at cheap rates for their members, on 
the common security of all, or they are ordinary joint-stock companies 
financed by capitalists, large or small, who are looking for a good 
investment, and who regard mortgages merely as the means of 
returning a good interest on their investments. Each class seeks its 
own profit, which in the former is cheap loans, in the latter high 
dividends. To a great extent the two classes of institutions are 
opposed in principle ; practically however the second class are able 
to give cheap loans by reason of the abundance of their funds, and 
they are obliged to do so by the law of competition. Loans are 
however probably cheaper on the whole in the former class, since their 
credit is unlimited, they have no share capital to absorb profits as 
dividends, and all profits, if any, return to the members. The chief 
exponents of the former class are the Landschaften of Germany and 
the Boden credit institutions of Hungary ; of the lattei*, the Credit 
Foncier of France, and the mortgage banks which have sprung 
up throughout Europe on the model of the French institution. The 
Italian banks are peculiar. * * They are ancient banks 

which of late years have received special privileges from Government 
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on condition of devoting a special department to land credit on modern 
principles as in the French Credit Foncier. These are now known as the 
privileged land mortgage banks of Italy. They are private institu- 
tions, several oi them, notiibly Ihe^^bauk of Naj)les and Sicily, being 
without shares and dividends, and based upon an ancient religious or 
pious foundation. Other banks are of the ordinary joint-stock type, 
but are not allowed to deal in long-term mortgage loans with 
amortization, and iipon issue of debentures unless their capital is at 
least £-100,000. A new society has now (1890) been promoted by 
Government with a special law in aid ; it is however to be a joint- 
stock company, but with special privileges and monopoly, and will be 
similar to the Credit Foncier of France. 

Clans IT . — Public institutions are those founded by the State, 
either by Government or by some local body whether province, 
municipality or commune. These are but few in number and generally 
of no great importance. Germany possesses a few, chiefly the banks 
established to redeem the ancient feudal charges which burdened the 
peasants. In Switzerland some of the cantons, notably, Berne, have 
established State banks which are doing excellent work. Moravia 
was endowed with a similar State bank in 1880. But many of the 
land banks of Europe are largely controlled by tlic State ; the 
Landschaften of Germany and the Credit Foncier of France are 
notable examples so that it is difficult to divide banks by sJ hard-and- 
fast line.* * * In Russia there are State land banks of four 

classes ; (1) those directly founded by the State, administered by the 
Finance Minister, and yielding profit to the State ; (2) land banks under 
Provincial Governments directed by the Home Department ; (8) 
institutions founded by communes ; (4) institutions under the council 
of a particular charity under imperial patronage ; all these were 
started before 1852 and little is known of their working. In 1882, 
a Peasants^ land bank was established to provide capital for those 
peasants who wished to buy out their land ; this is essentially a 
State bank. 

InitiaUve. — Generally B})eaking, all land credit institutions 
prior to 1850 or even 1800 were due to the impulse of Government, 
varying from that of direction or direct fiat, to the mere passing of 
laws favourable to their establishment, such laws being frequently 
necessary by reason of a prior restrictive legislation such as is genemlly 
Unknown in England and India.* 
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Some banks, however, have had a purcly philanthropic or patriotic 
origin. Apart from the Savings banks — the Italian banks were in 
many cases works of charity (Monti Pie) and the great bank of 
Naples is the result of a fusion of seven Monti of old and charitable 
foundation. The chief land banks of Hungary are patriotic and 
philanthropic institutions, the Boden credit institution of Buda 
Pesth, which was established in 1863 by a number of large landed 
proprietors who subscribed foundation shares at hxed interest below 
market rates in order to start the society. It has no shareholders 
proper, and no dividend, and is very successful in its way. Another 
society was similarly founded in 1871, and another, specially for the 
relief of small proprietors, had a similar philanthropic origin in 1879. 

The remaining banks, principally those founded in the latter half 
of the century, are joint-stock banks, due to privat^e initiativ^e, but 
though very successful, they deal chieily with urban ju’operty ; in 
Germany alone thirty-one were founded between 1860 and '^ 1880, 
and others since ; these come under the ordinary law of the Empire 
and not under any special law ; on the other hand they are not 
restricted to land mortgage o})erations unless by their own statutes. 

Principles . — The foundation principle of the several banks is 
various; some are based on the principle of mutuality; the Old 
German Landschaften are the best types of this class, which are 
generally founded by persons likely to become borrowers, who, in 
order to obtain cheap credit, unite with an unlimited guarantee, and 
who divide all profits among themselves usually by reducing the price 
• of loans. They give very cheap credit through having neither 
capital nor dividends, and through there being no antagonism, but 
rather identity of interest, between the banks and their clients. Some 
are Government institutions founded in view of providing cheap 
capital for agriculture ; Russia, the small German States, Switzerland 
and Austria are the chief exponents of this principle. The modern 
t 3 ^e is that of the joint-stock bank limited, in which money is 
invested for the sake of dividends. 

Objects , — The objects of the socities are diverse ; in the Old 
Landschaften, the chief object was the relief of the noble 
proprietors, who were much distressed by usury and war. The 
redemption of ancient and oppressive private mortgages by loans 
from the society at moderate interest and on long term is a second 
and general object. The relief and development of agriculture («) 
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by restoring to it the capital diverted by usurious debt, {h) by 
providing chea]) capital for improvements and for family purjwseg, 
{(') by bringing into industrial circulation the petty hoards of capital 
available but unused is a third ; a fourth object is the reduction of the 
general rate of interest by means of institutions of good security 
working on a large scale with oheajdy borrowed capital, thus breaking 
the monopoly of the usurers, or of other iinperfect methods of supply, 
and governing the rate at which capital could be properly lent. The 
Credit Foncier of France and the institutions based on its example 
are noteworthy examples of this class. A fifth object is found only 
in the modern joint-stock pattern, where capitalists seek a good 
investment for their funds, and establish banks for the purpose of 
earning dividends as high as security and competition will allow them. 
A sixth object is that of loans to public bodies — communes (villages), 
district ^)oards, munici])alitics, &c. — for public purposes, the security 
given being that of the cor])orate property available, or the local 
rates and taxes. Here again the Credit Foncier of France led the 
way and has been followed by societies of that tyj^e. A seventh object 
is found only in a few special banks, r/r., the redemption of rent 
charges, feudal dues, &c., by peasants, es])ecially in Germany, Austria, 
and Hungary, and the buying in of their lands by the ex-serfs in 
Russia. An eighth and very rare object is that of dealing solely 
with petty proprietors ; in most land banks no application for a loan 
will be entertained when the property is worth less than about 
£83, e.g.j 1,000 florins, in many of the banks in fact the minimum 
loan that will be given is 1,000 florins (rupees) ; * * * 

Real credit institutions in genci*al have, in consecpience, done little 
for the small proprietor. A ninth object is that of lending on urban 
property either for ordinary loans or for special building purposes ,* 
these are all of the modern type, and such operations are expressly 
excluded from land banks proper such as the German Landschaften. 
A tenth subject is the encouragement of thrift by establishing Savings 
banks, in which case loans are given on mortgage by the Savings 
Banks, in order to obtain a profitable investment of their deposits. 
An eleventh and very important object is that of the now Central 
banks, formed not to lend direct to borrowei’s, but, almost solely, to 
facilitate cheap credit* by the issue from a central institution of 
national reputation, of central debentures in representation of 
debentures issued by small ^ocal banks. A twelfth object is land 
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improvement, pure and simple ; such are the land improvement 
societies of England, and the Landeskulturrentenbanken of Germany; 
these are generally, if not invariably, the last development of 
land credit. 

Hence banks which grant land credit are as follows : (1) land 
credit banks proper, whether mutual, joint stock or State, such as 
the Landeschat'ten, the Hungarian Boden credit institution, the Credit 
Foncier of France and the State Banks of various German States 
and Swiss cantons ; (2) the rent charge redemption banks as in 
Germany and Russia; (3) communal and benevolent societies of 
various sorts ; * * * (4) .the Savings banks ; (5) ordinary 

banks,* * * (6) Central land banks; (7) Land Improvement 

banks or annexes of banks. 

Capital.-^The oldest forms have practically no original capital ; 
they were assisted at starting by a subvention, at low interesc (^.y. 
2 per cent.) by the State, but they had neither shares nor capital, 
their funds, beyond the above subsidy which was only intended for 
first expenses and as a reserve, proceeding entirely from debentures 
issued in representation of loans gmntod, at first in immediate 
representation of specific loans, afterwards, en masse in representation 
of the aggregate of mortgage loans granted by the society. On the 
other hand, the banks of Naples and Sicily have immense capitals, 
derived from religious foundations (Monti Pie), but no shareholdefs, 
»o that they have no dividends to distribute. But, in general, modern 
institutions are joint-stock companies with a substantial capital, 
usually partly paid up. This capital may be foundation or ordinary, 
variable or fixed. Foundation capital is that provided by persons 
either merely philanthropic or interested in promoting cheap credit ; 
such are the Hungarian banks above alluded to. In the Hungarian 
Boden credit institution the founders’ shares were M17 each, of which 
10 per cent, was paid in cash and the remainder in bonds which were 
merely kept in deposit, and in fact — in that bank — have been returned 
to the subscribers as not required, owing to the formation of a strong 
reserve to which all net profits go. This foundation capital. bears a 
fixed interest of 5 jier cent, which is below the ordinary Hungarian 
market rate, and has no claim to any dividends out of profits. 
Foundation shares may lie paid off whenever the property of the bank 
permits it, but are also retained as fixed deposits. The State 
•ubve&tion may be called a foundation shaf^, and, as in the cantonal 
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banks of Switzerland, frequently takes the form of subscription for 
shares; in many cases it is paid baek when a reserve has been 
established. Ordinary shares need no remark. In some banks the 
amount of capital is fixed, so that operations, which are usually limited 
to a multiple of the capital, are also limited, but in most, the capital 
progresses up to a certain maximum with the operations ; tf.y., in 
the Credit Foncier of France the maximum capital fixed by the 
statutes is £8,000,000 sterling; the actual capital at any moment 
must be one-twentieth of the bonds in circulation and is now (1892) 
£6,820,000, the debentures, mortgage and communal in circulation, 
aggregating about £120,000,000. In the German and Austrian 
banks, the necessary pro}X)rtion of capital to debentures is 1 to 5, 

1 to 20, &c. Many banks, even when constituted with a capital of 
their own, obtain State subventions, ^.y., the Credit Foncier of France 
has u grant of £400,000, but this is usually credited to the reserve. 

Reserve . — The reserve is an obligatory element in all cases. The 
German Landschaften provide a reserve from the principal or interest 
of the State subvention, from profits, from unforeseen receipts, and 
from profits on the issue of their debentures, from contribution and 
commission paid by borrowers ad hoc, and included in the annuites or 
deducted from the principal at the time of borrowing. The Hungarian 
Bodeu credit institution has, as a reserve, the founder^^ shares — one- 
tenth paid up— the Government contribution for the purpose, the 
whole net profits of the institution, the special guarantee fund, and 
a percentage payable by the borrower with each annuity. The first 
two have been described under capital ; the third is possible in this 
institution, since — as their is no share capital — there are no dividends 
to be paid ; the fourth item is derived from a one per cent, deduction 
from the amount of all loans made at the time of payment, but 
returned to the borrower with interest after his loan is paid ofE : the 
fifth item is a *06 per cent, addition to the annuity. The Credit 
Foncier of Fance takes for its reserve from 6 to 20 per cent, of its 
net profits, and it should accumulate up to a maximum of one-half 
of the share capital. The emidoyment of the reserve is various ; in 
general it is to guard against imex]wcted losses ; in some cases its 
interest goes to pay for the administration. The funds of the reserve 
are usually invested in Government paper or other good securities or 
in small and safe banking operations of quick return. There are 
special, reserves as noted under the Credit Foncier of France, to 
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equalize the ])rocee(ls of dcberitiires issued at various rates according 
to the market ; to j>rovide against the loss on repayment at jiar of 
bonds issued below par ; also for the issue of lottery prizes and bonuses. 

Funds . — These are provided from capital, from accumulations of 
prolits, from Government loans or grants, from mortgage debentures, 
from deposits, loans and bank notes. Tlu' tlrst three * * * 

are comparatively unim]>ortant as sources of funds though all 
important as security ; e.//., the ca 2 )ital is usually only one-tenth 
or one-tweiitietli of the amount of the debentures issued by the 
society in the case of the German institutions and the Credit 
Foncier of Frane(‘, and in some, as in the Hungarian Boden 
credit institutions, there is practically no capital, but only a reserve. 
In the later commercial or mortgage banks the capital is a 
real working capital, as in the Ilypotheken mortgage bank of 
Hungary where only^ one-tenth of the nominal and one-fifth 
of the paid-up capital is used as a guarantee fund (reserve) for the 
security of its debentures; so in Germany, the banks since 1860 
use their share capital in mortgage operations, and with some which 
have not obtained Government authority to issue debentures, this 
ca])ital is an im])ortant element in their working funds. Such banks 
can deal only to a very limited extent in loans for long terms 
repayable by annuities. In Belgium in 18^0 the paid-up capital 
of the four chief mortgage banks varied in actual fact from one-fourth 
to one-twentieth of the debentures issued, and in Italy in the same 
year the eiglit mortgage banks — inelnding the National bank — had a 
capital of £1,760,000, and debentures in circulation for £28,062,^00. 
As shown in describing the Credit Foncier of France, a certain 
proportion of its capital, and even of its reserve is used in short-term 
loans, but this is not its true use; it is a guarantee fund. 

ClienUdn . — The oldest banks were formed on the principle that 
only members miglit borrow : this is maintained to this day in the 
LandscdiafUm and is continued in all popular banks and mutual credit 
societies. The question then is, who may become members ? In the 
Old Landschaften only nobles could be members ; the banks were 
expressly founded for them, the ])easants being disregai-ded. 
Gradually, Ijowover, this rosirictioii to some extent disappeared; 
peasants were adinitteJ — with restinetioiis — to borrow, and the Now 
Landschaften generally admit them. But a restriction is found in the 
minimum prescribed for loans ; in some cases loans may not be given 
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on property below £83 in value ; sjenerally tlie loans may not fall 
below £42 or a considerably hic^hcr siim_, their minimum being pres- 
cribed by the statutes. Even where the minimum loan is fixed at a 
small sum, in practice the loans actually granted are considerable ; 
small business is risky, troublesome, and unprontable to tlic bank, and 
is not undertaken. The Hungarian Hochui credit society, for 
instance, had in view the large and medium landholders; it was 
founded by rich and patriotic men ot the aristocracy, and, by statute, 
will not lend sums below £88, /.c., practically, on estate of loss than 
50 acres, though one-third of the whole area of the country is held in 
estates below 44 acres. As a matter of fact the loans average far 
above the minimum in this as in almost all other land banks; even the 
cheap and popular savings bank of Milan cannot in practice lend in 
Venetia on estates below 75 acres in area, whatever it may be able to 
do in its own neighbourhood, while the general average of the Italian 
land banks is very far above that. Hence the small ])roprietors are 
not the clients of the land banks : practically none below the pro- 
prietors, who in Germany arc known as team-owning farmers, /.c., who 
hold above 15 or 18 acres, can hope to ])orrow. 

The joint stock banks, such as the Credit Foncier, will lend to 
any one who can offer good real security, but, as a rule have a 
statutory minimum for loans, and in practice lend considerably above 
that minimum. The real peasant class holding below 20 acres, are 
not reached by the land banks generally ; ])ract.ically they are financed, 
as regards mortgage loans, by money-lenders only, an<l occasionally by 
Savings banks, except in Switzerland and in some of the very small 
German States. * * * 

State hterreufioji . — The most noticeable feature in the organiza- 
tion of these land banks is the pervading presenet* of the State, in all 
degrees, from the complete direction and control found in the State 
banks, to the general supervi.sioii exercised over private joint-stock 
companies; the State in no case leaves this form of bank to its own 
devices, but watches its proceedin g's with jealous care, and, usually by 
special law, provides most stringejit rnh‘s and heavy penalties for 
malfeasance, or even neglect of regulations. It is true that Conti- 
nental Europe is accustomed to a general regime very different from 
that of England and India, where the principle of non-intervention is 
generally held to be the true gospel in political economy, but in the 
matter of these land banks the intervention of the State is so 
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marked as to show that there are particular reasons for it, some 
perhaps historical in the custom which has continued from last centuiy 
when Frederick the Great erected the first land credit societies by his 
simple fiat, some, certainly, in the nature of the operations to be 
undertaken and the class of people to be dealt with. It is, in fact, 
held by some Euroiiean economists, German especially, that the State 
should undertake banking as it Joes the Post office, Railways, the 
Currency, etc. Others, on the contrary, object to State intervention, 
as savouring of State socialism, as tending to cramp, or even stifle the 
business energies and independent action of a nation, as developing 
still further that dominant bureaucratic action which is so all-prevailing 
and powerful in Eurojie ; as favouring — in the matter of credit — ^the 
class of borrowei’s at the expense of the general tax-payer. Others 
however believe that, while not bound to direct action, there are 
conditions which call for State interference in favour of an industry — 
agriculture — the stability of which is so absolutely necessary to the 
welfare of a nation, and they would admit or even require State inter- 
vention by way of encouragement and promotion, subvention and 
guarantee, control and supervision, and privileged procedure. These 
last opinions are almost universal in Europe where the conditions and 
histoiy of society are so utterly different from those of England, and 
it will be seen that State intervention in all the last mentioned forms 
is absolutely universal, not indeed in all forms for all banks, but for all 
land banks in one form or other. 

Government control and supervision in varying degrees are then 
universal in Europe in the matter of land banks ; it is recognised 
whether in France, Germany, Austria or Italy, that land banks 
must be controlled or at least supervised by Government authorities; 
the absolute need of agriculture for capital on moderate terms ; 
the impossibility and danger under existing conditions of 
supplying it by private lenders ; the inability of the people 
generally, under these conditions, to start and successfully 
work a land bank without State assistance and guidance; the 
evil of allowing newly-started banks to risk their credit in loose or 
misdirected operations with the consequent danger of failure aind 
irretrievable damage to credit in frightening capital from associated 
imd systematic effort; the danger that, without such control, Mse 
landowner might And that he had merely exchanged the private usurer 
lor a mechanical screw-vice provided with ppwers of coercion, specially 
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supplied, which the usurer lacked, seem to be amonj? the reasons 
which have determined all Euro]X3an Governments to interfere more or 
less completely in the guidance and supervision of the land banks. 
The conditions which existed at the starting of the banks determined 
this action : the people were either nobles whose position round the 
throne, and in the then economy of their country, required the support 
of legally secured credit, or they were poor and ignorant peasants 
whose very life blood was being drained by private usury; nobles and 
j)easanls alike were i)i the hands of the money-lenders, and were 
incapable by their sole efforts ol extricating themselves or of managing 
credit associations.'without supervision. Again, in late years it was 
necessary, in the still unimproved condition of thiC petty proprietary 
who form the great mass of landholders to prevent associations of 
capitalists from exploiting the country, as thp individual money-lenders 
had done before them ; per contra owing to the extreme difficulty of 
dealing successfully with ignorant, susjncious, heavily indebted masses 
of small holders, Government connection with the banks was needed to 
give that official sanction and support which in much-governed Europe 
is the vtie qua non of rural dealing. Hence the great difference 
between the history of continental land banking and the banking of 
England and Scotland, and it may well be that in this, which is found 
a necessity m Euroj)e— and strange to say-— as will be hereafter seen in 
the most indei)endent of countries, the United States of America, there 
is a lesson for Indian rural land banking. Free banking suits English 
and Scotch conditions and the peculiar history and development of 
society and of economic history in those countries, but is not necessarily 
suitable to other conditions as in India ; nay, it may be a grave 
error. 

Credit Agkicole.* 

In Europe, rural credit is generally divided into Credit Foncier or 
immobilier, and ci’edit mohilier or agricofe. 

The latter form of credit includes chattel credit, /.(?., the credit 
based on mo vables, such as crops, stock, furnitiuo, etc., and personal 


* In Europe the words ‘Credit Ayricolo’ are ueod in a technical sense ; they 
do not mean ‘agricultural credit’ i.e. credit in general gi anted to agrioulturists, but ' 
those particular classes of agricultural credit not covered by land oiGdit,*%am©ly 
chattel and personal credit. 

39 
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credit, or that based on a man's status and general position, liis 
character, his property and his reputation. 

Before proceeding to discuss the ^ Credit Agricole it will be well 
to rehearse once more the nature of the credit re([uired by the farmer ; 
it is impossible to discuss or devise systems for granting him credit 
unless his needs are distinctly defined and grasped. For permanent 
improvements tlien, whether of irrigation, plantation, building, level- 
ling, and those lengthy operations which convert mere anailn farisu” 
or neglected and possibly exhausted dry lands into fertih' gardens, 
long-term loans are needed, in which the ca])ital b(n*rowed may be 
replaced by small annual instalments from the iin])roved income. This 
form of credit is based upon the security of the land itself, which 
remains permanently as the guarantee for the loan. This is the Cretlit 
Foncier. But the fanner, proprietor, or tenant, requires other classes 
of credit ; he needs money for cattle, manure, new implements, seed, 
maintenance, wages, rent or assessment, etc., and for this compara- 
tively short-term loans are necessary, varying in duration according to 
the class of requirement, from (say) three months to three or four 
yearn. Mow, unless, as in Switzerland, mortgages are chea}) and very 
accessible, it is obviously absurd to j)ledge land for a mere passing 
need. The crops, stock, and personal status of the farmer ought to be 
amply sufficient for loans necessarily moderate and of comparatively 
brief term ; if credit has been effectively organizinl in a country, 
nothing can be simpler than for the farmer to seek his banker and 
obtain a short loan either on his mere bill or note of hand, or as a cash 
ei’edit, or by a bill of sale, or in other simple ways. But this is 
precisely what is universally wanting to the small farmer ; universally, 
that is, on the continent of Europe, where '' the ignorant i)easant8, 
recognizing nothing save that money is necessary, rush into debt, and 
fall into the clutches of men who, under pretext of helping them, only 
desire to cause their ruin and to grow rich at their expense.^' It is then 
the organization of this class of ci*edit that remains to be discussed. 
It will be useful, further to point out that discussions in France have 
largely turned upon chattel credit, e.g., in giving the farmer a greater 
borrowing value in his crops and movables by limiting the landlord’s 
privileges over them, in enabling him to pledge his slock, crops, etc., 
without delivery to the pledgee, etc., while in Germany chattel credit 
has never attracted much attention ; it is the development of personal 
credit that has there occupied men’s mii^s. , 
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The reason why Germany lias relegated chattel credit to a wholly 
secondary place is (1) that as the landlord has by law the first rights 
over the crops and stock of the farm up to the amount of his rents, it 
is impossible to pledge them by delivery to a third party without 
wronging the landlord, unless with his consent ; (2) that crops and 
stocks and furniture by their very nature cannot be removed or deli- 
vered to the custody of the pledgee without disturbing or preventing 
the work of the farm. Tn Germany, therefore, while personal credit 
largely de])ends upon a consideration of the |)Ossessions of the borrower, 
those ])ossessions are not tliemselves given actually in pledge, and 
chattel credit is })ractically of little use. This is equally the case in 
France, but the course of action has been vastly different ; the business 
men of Germany, abandoning the idea of chattel credit, have sought de- 
velopment of personal credit, while their confreres in France have either 
unceasingly discussed the ])Ossibilitie.s of developing chattel cretlit, so 
that Ihe debates on the Credit Agricole in Franco have been largely 
synonymous with debates on the restriction of the landlords^ privileges 
as entered in the Civil Code, the pledge without delivery, the assimila- 
tion of the present borrower to the commeroanf , and his subjection to 
the commercial law and Courts, or they have attempted to provide 
agricultural credit, which deals with petty transactions over the face 
of a whole eountiy, by means of central institutions which could not 
possibly touch the difficulties. Hence the actual result ^is, that in 
France, where it is extremely difficult to alter the law, altogether apart 
from the practical difficulties in the way of chattel credit, the Credit 
Agrieole is, still, a matter of discussion, and the peasant is actually 
without agricultural credit, except in so far as the rsaal money-lender 
will grant it ; whereas in Germany certain practical minds bonwing 
the principles of association, unlimited liability and local effort from 
the Landsehaften of tlieir own country and the Banks of Scotland, 
have founded the popular banks and credit institutions, which, though 
not yet fully developed, have, so far as they have gone, solved the 
problem of credit to the petty proi)rietor, artisan or tradesman, and 
while so doing have fostered and arc fostering precisely those habits 
of thrift, temperance, prudence, punctuality, public spirit, enfiu’prise 
and combination, which are the substructure of all permanent and 
substantial progress. France has discussed legal improvements and 
central institutions, the idea of the latter being based on the saccesfi 
of the Credit Foncier, and being equally consonant with the 
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centralizin|L^ ideas and methods which find favour in that country ; 
such institutions have neither succeeded nor survived. Ou the other 
band, the Germans put all legal questions aside and set to work to 
develop local societies for mutual assistance and credit, which draw 
their funds from outside by virtue of unlimited liability (solidarity), 
safeguard all internal transactions by the local knowledge available 
to them as a local association or brotherhood, and have eventually 
supplied’ by development, the links between themselves united in 
groups, and between themselves and central societies which grew uj) 
to supply a felt want. Not only did they not trouble the Legislature 
to alter the substantive law of the country, but they themselves were, 
for many years, to some jextent .outside the law, as being soeieites not 
recognized as moral and commercial entities ; they had no Uc/is siandi 
in the Courts and survived at first solely by virtue of their own 
meritorious management. The general result is that while in France 
there is — speaking generally — not. a popular bank nor a society for 
agricultural credit, there are in (jorinany popular banks 'and credit 
institutions by the thousand, dealing in rural credit by tens of millions 
sterling and devclo])ing each year not merely in numbers, but in 
iinporlance and in beneficent, iiiHueiice, while their exainj)lc has been 
copied in all other continental countries, and a beginning has, since 
1881 ), been made in France also. 

PopULAii Banks. 

Under this head will be described those classes of credit institutions 
wWch are devoted solely neither to Real Credit, nor to the Credit 
Agricole ; but which deal simply with credit such as they are able to 
supply. It is not intended to discuss ordinary banks, but only those 
particular classes of banking or credit institutions, which have sprung 
up to meet the wants of the poorer classes, whether urban or rural, 
and which seem to offer a solution of the credit (juestion in its 
economic, social, and moral aspects. Such are principally the 
©o-operative credit institutions known generally as ^ Popular banks ' in 
Germany, Austria, Hungary, Italy and Russia, the mutual credit 
institutions of Raiffeisen and Wollemboiig in Germany and Italy 
respectively, certain other Co-opei*ative banks, a few Commercial 
banks, and the Central banks for linking Popular banks, &c., and 
supplying them with funds. The first two classes are by far the 
most important and suggestive for Indian needs. 
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It is to these banks that atlentioii is })articularly diroctecl, for it is 
on them chieHy that the hope rests of popularizing an organized 
system of credit. It is these banks which, as the Popular banks of 
Scuijlze-Delitzscti in Germany and Austria, and of Luzzatti in Italy, 
are giving credit io the amouni of at least .12.50,000,000 sterling to 
small trades poo})le, artisans and agriculturists; which, as the rural 
loan societies of IIaii'feisen inCiermany and Wollemboiui in Italy are 
extending credit to, and greatly develo]nng the character of, the purely 
I’ural classes ; which in the form of the 2,300 so-called Building 
Societies — really Co-operative or mutual banks — in England have about 
000,000 members and sup[)ly immense credit on real security ; which 
in America, in several thousand similar Co-o])crative banks, are said 
to be a financial factor of increasing magnitude, likely soon to 
overpass the Savings bank^, and to form the chief means of granting 
small loans on Real credit. It is these which supply not merely 
credit but credit to the very smallest folk. They not merely supply 
popular credit, but they have democratized credit ; their credit is not 
merely not that dangerous foi'm of easy credit which often ruins, but 
is strongly educative. It not only does not demoralize or enslave, 
but directly and indirectly stimulates thrift, foresight, order, business 
methods, temperance and morality, industrial improvements, habits of 
mutual association and self-help. 

These banks have not merely popularized but democra1»izcd credit, 
which proceeds from the ])Copl(‘ to the peojile by the people. FinaWy, 
it is this form which has found a beginning in the hundred and odd 
Mutual Funds (Nidhis) of the Madras presidency, a form of society, 
which, originating probably in the indigenous Chit association, has 
developed by the adoption of the English Building Society rules and 
principles. 

It will be seen from the mere names of the above classes of 
institutions, that one central idea is common to all, mz.j that of 
co-operation or association. That princi})le is, of course, at the base 
of most modern banking societies. The Joint Stock bank is the 
leading feature of recent banking enterprise, and is the latest 
development from the rudimentary system of the private money-lender 
working with his own funds, who subsecpieiitly doveloiied into the 
partnership banks which still share largely in this business, esi)ecially 
in country places. But there are two radically different forms of 
association, the one is the association of lenders or capitalists whether 
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small or numerous or few, who brin^ their funds to{^cthcr in 

order to earn the largest possible profits upon them. The primary 
aim of this form of association is larjjje and safe dividends^ any other 
object bein^ secondary. But the other form is that of tJie association 
of borrowers ; although in the best tyj.)es of this form capital is 
subscribed by every member, the obj<‘et of the society is profit not 
through dividends on the cajntal, but through ])ersonal use of the 
subscribed capital and other eaintal thereby attracted; it is the prolit 
of the members not as lenders but as borrowers that is souf^’ht, and 
dividends therefore are not only not the object of the society but are 
opposed to its aims, since high dividends mean unnecessarily high 
interest on the loans. Many societies, therefore, rule out all dividends, 
devoting all surplus profits, after the reserve is supplied, to ihe 
reduction of inten^st, or to works of public utility ; in others a limitc'd 
dividend of (say) 5 [lereent. is allowed, espe(*ially on fouiuhition eajntal ; 
dividends are e\'}>ressly recognized as tem])tations to forget the pHmaiy 
object of the societies. Hence, it will be seen that in the lirst form 
(lenders) the interests of borrowers and shareholders are opjso^ed, the 
former requiring low interest, the latter high dividimds ; in the latter 
form (borrowers) the interests are identical, since shareholdeis are 
borrowers and reipure low interest iirst. The two classes of institution 
may almost be dehned respectively as associations of money and 
associations of men. 

This distinction of interests, radical in itself, is not however the 
only one, perhaps not the most important. It is almost universally 
the case that joint stock companies are formed on the large scale, 
establish themselves in a large town, and work from that centre 
outwards, except perhaps in America where the pee.uliar institutions 
known as National banks establish tliemselves in every small town as 
ijndependont institutions, or in Switzerland, where the country is in 
miniature, and Governments exi.st for areas with the populat ion 
of a very small taluk, and where in conse(|uence small banks start 
up in every village. But in all other countries joiiit-stoek companies 
for credit purposes take their ri.se and first establi.di themselves in 
considerable towns, one chief result of which is a large addition to 
urban business, whether mortgage or personal, but equally commercial 
and industrial, and, finding sufficient employment for capital ; these 
do not exploit the rural tracte. Hence it . results that, except in 
England where the rural clientele are largely farmers of — to Indian 
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ideas — eonsiderablo capital, or coiiutiy i^ontry, tbc countrjTiaan is loft 
without banking facilities. 

Again, even if such banks grant credit to the peasantry, they are 
lacking to a great extent in the educational and even guardian jx)wer 
which the country banks should possess. It is the English country 
bank, not the great joint-stock associations with numerous branches, 
tvliicli have so long developed and assisted the English tenant 
farmt'i*. 

Hence in the liistory of rural credit it is noticeable that no banks 
have reached (he ])easanis ju’oper — Switzerland and perha])s Scotland 
cxci'ptcd — unless they were 'mall local institutions, usually 
co-o})erative (u* mutual ; even the Savings banks, “when they deal in 
credit, have only ])artly fultilled this role unless they were also 
associations of (ho above character, or developed them by their side 
as bi'inohes oi oftshoots. Inde(‘d, except in Scotland, there was up 
to 1850 practically no banking credit at all for peasants, and it is 
solely owing to the genius of (jerman philanthropists who were also 
business men, that such credit is now available in Europe, and combines 
with cveditj an education in many of the finer social and economic 
faculties. 

It is then uuder tlu' form of eo-oi)erative cre<lit and not of joint 
stock companies, of as.sociations of borrowers, not of societies of 
ca])italists, that rural credit is generally found in EurojH'. * 

These banks are now numhored by the thousand ; with their 
aid journeymen boeome masters, labourers become owners ; hopeless 
debt is banished and the usurer driven out ; agriculture and industry 
developed, and the villages in the i)Oorest tracts boeome ])rosperousj 
the illiterate man turns towards education and the drunkard is 
reclaimed , the middleman is eliminated ; the peasant gets full value 
for his produce, and pa}'s his rent with ease ; village life is stimulated 
by associated action and by the business education of the bank ; 
punctuality, thrift and mutual confidence arc taught ; litigation 
decreases and morality improves ; self-hel]>and not that of Government 
or of ])hilanthropists is the main-spring of aetion ; activity takes the 
place of stagnation and routine ; associated action replaces distrust. 
This is true, not of a few isolated villages, but in thousands of cases. 
There are several thousand Co-operative banks in . Germany alone, a 
vast number in Austria- Hungary, and about 900 in Italy ; the 
business done is enormous and in sums extending downward to bills 



812 PROVISION OP BORROWING PACIIITIES. 

. ' * 

Qf less than ten shillings, while it is on record that these societies 
form everywhere centres of economic and even of moral progress. 
These are sober facts and not coloured pictures of the imagination. 
These banks are not all of one type ; in Crcrniany there are the 
Schulz i:-Delit/sch and Raiffeisen societies with their offshoots ; Italy 
has developed a type of its own, and Austria-Hungary while imitating 
those of Germany, has not made unlimited liability a necessary 
principle. They appeal- to be capable of assuming various forms 
according to idiosyncrasies of the several countries ; only in all there 
must be the common foundation principles of thrift and honesty. 
They are of great simplicity and are started and managed by the 
poo])Ie of small villages. There are no losses when the directors keep 
the fundamental rules of the society, and avoid speculation or doubtful 
loans for the sake of extending business or obtaining high interest, 
for they develoj) an amount of devotion on the jiart of their members 
which prevents them from allowing the banks or their fellow members 
to lose by their default ; the clientele is of the lower middle and lower 
classes both urban and rural, tens of thousands of members possessing 
absolutely no property except their honesty, prudence and capacity for 
work. 

SCHULZE-DELITZSCH LOAN SOCIETIES. 

History — Herr Schulze Delitzsch was a Village Magistrate who, 
having studied the working classes of the towns and rural tracts, was 
called to the Prussian National Assembly in 1848. Subseipiently 
troubled by party intrigues lie resigned Government service and 
devoted himself with but .‘flight pecuniary resources, to the elevation 
of those whom he saw oppressed not merely with want of wealth but 
with want of the power to perceive, to strive after and to attain better 
things, a higher social, mental and moral development. Be it 
remembered that the work of Schulze Delitzsch was in its aim no 
less than in its results essentially educational in the highest sense of 
the word and not merely material. The country and tin? people were 
habituated to live under Government wardship, and to look to the 
State for all improvements and for all deliverance from difficulties and 
misfortunes. Schulze Delitzsch saw that it was essential, if the 
nation was to become worthy of the name, to turn the masses 
towards self-help, and to accustom them to rely on their own efforts 
and their own initiative to work out their national salvation. He 
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was the more compelled to this as the habit of leaning^ on the State 
for help in every difficulty, of blaming it for every misfortune, the 
habit of submitting to State guidance, regulations and control in all 
the affairs of life, was receiving fresh development from the growing 
socialism of the State, which, in the hands of Marx, Lassalle &c., 
was assuming its modern form. Schulze Delttzsoh conceived this to 
be a radically mischievous development, and he spent his life in comba- 
ting it, not by words only but chiefly by his marvellous skill in 
developing into solid fact the idea of co-operation. He saw, perhaps 
he was compelled to see, that powerful as is the pen, it is se 

wholly insufficient, even powerless, to act on the classes who form 
the mass of the nation, and whom it was his aim^to develop. Hence, 
while incessant in writing, lecturing, exhorting, it was in the creation 
of successful models by the power of his own individual influence and 
within his own immediate sphere, that ho chiefly trusted. Neither 
(lid hh attempt a vast agitation nor the institution of a grand society 
to drive all human ills out of the State ; he was content to lay the 
foundation of a humble village edifice, which, like some Indian fane, 
should grow from within outwards till it became world famous ; he 
believed in local gro\vtli and the development of individual powers 
inherent in all men, not m the importation of elaborate machinery. 
He had no universal panacea with which, in half a dozen years, the 
nation was to be re-created, and poverty, the legacy of a series of 
(Tcnerations, the offspring of centuries of error and oppression, the 
result of social manners, customs and ignorance, the outcome in 
short of its history, was to be straightway eliminated ; he aimed at 
practical education, and, if his efforts have been crowned with a 
marvellous and probably imlooked for success, it is but the greater 
proof of his wisdom in seizing the true idea of progress suited to the 
conditions and needs of his country, viz., the development of the 
individual through association, so that the powerlessness, carelessness 
and ignorance of the isolated worker might give place to the j^rudcnce, 
the thoughtfulness, the credit, the strength and self-reliance, of 
banded and disciplined groups. Moreover it was not simple credit 
that he aimed at ; credit without a proper knov. ledge of its use, ho 
rightly held to be an error if not a fat^l injury ; it was disciplined 
and safe-guarded credit, credit based on thrift and prudence and 
having directly a productive object. Nor was it credit only but all 
the benefits of co-operation at which he aimed. His first association 
40 



i 1849 was a Friendly Society for relief in siclmesB ; hie second in 
le^me year was an association of shoe-makers for buying raw 
^terial ; in 1850 the first Loan society was formed with ten 
imbers, all artisans. The organization of credit was, however, 
mmn object ; he saw that by the aid of a little capital, properly 
nployed, the man of prudence and capacity could often raise 
Imself a stage higher in the social scale, whereas under the reign 
I usury, borrowing was simply the beginning of ruin, or at best a 
leans whereby the surplus profits of work went to the non-worker, 
he want of credit may be imagined from the fact that 60 per cent, 
as common, while a workman borrowing 50thalers (£7-10) for buying 
laterial might be charged 1 thaler a day for the loan, or 730 per cent, 
er annum. Hence his attempts to form societies both for lending 
loney and for buying raw material, That this usury was not a 
eoessary rate, but the result of mere greed and monoi)oly is shown 
y the fact that his petty associations, even at inception wheif rates 
mre necessarily high, could lend with much profit at 10 to 14 
vet cent., and speedily reduced their loans to 8 per cent. 

In 1849-50 Schulze Dblitzsch began his famous work with the 
,bove three institutions, all within Delitzsch, a small town of 8,300 
leople. He added to the above labours that of his pen in the shape 
I small treatises or tracts, and, in 1854, he started at Leipzig a 
leriodical for a co-operative propaganda, which, in 1861, developed 
nto the now flourishing weekly Journal of Co-operation. 

By this incessant individual energy of Schulze Delitzsch whose 
ictivity with pen, speech and action was unbounded, thirty mutual 
sredit societies had been started by 1858, and by 1868 his efforts 
!iad been crowned with unexpected success, a sneoess won by sheer 
m^gy and ^urage. Not only did his social and political adversaries 
to crush his efforts, but the money-lenders and brokers from 
ithcm he vm endeavouring to deliver the workmg classes united 
igamst him; they prevented his access, to newspapers, and thus 
Itove him to establishing his own pitriodical atrd to the issue of 
nampfalets and leaflets. In the early days the poHee attempted to 
l^erfore on the ground ihMt the soefoties were not legal or rco^iaed 
law$ this nearly fatal interference was snoeNsssfally opposed, 
ffieaceietiesin fact nudeir the common kw of Germany had no Com- 
pjp^mial status jthey couli onlysueaadbeBued aBaaoc^ 
^^stitation uias (by every inehd»m^« and the reimlt 



limy survived by sheer inherent force and by the extraoidinn^g^ 
credit obtained by the prinoiples of their foundation. The soeietijO^ 
were not recognized as '^commercial'*, not entering into the catego^^ 
of those recognized by the commercial law. Hence, as mutual 
societies, they were merely on the footing of ordinary individuabu 
while if they had dealings of any sort with outsiders, they cout 
travened the law. The German law of 1868 first recognized these 
societies of unlimited liability as legal entities on a commercial basisi 
Principles , — These banks start from the fact that capital is 
necessary to enable labourers and honest men to lift themselves higher 
in rank, to improve their methods and instruments of their work, Ibo 
develop their estate, opportunities and capacity ; the object 
of credit is the capital necessary for these purposes ; loans for 
unproductive purposes did not enter into his idea of ' credit.* Credit 
is, in fact, the jwwer of obtaining capital, and capital is wealth 
to be used productively. But he had also in view that self- 
help is the only true source of such credit, and that capital obtained 
by aid of philanthropy, charity, or even of the State except on a 
rigid business footing, is an injury ; every act of benevolence 
accustoms men more and more to dependence on cliarity; every 
State intervention by Nvay of favour renders men less self-reliant, moce 
helpless in face of difficulty. He disclaimed all external intervention or 
interference, believing that men associated on his principles were 
sufficient for themselves, and he proved his theory by his success. Not 
only did the State not intervene on behalf pf his work, but, aftw 
V European fashion, it attempted to control it by police interferenoe* 
Fortunately these attempts failed. Not only did the State not give 
privileges or freedom from taxation, but its laws did not recognize them 
as civil entities, until the law of 1868 was passed, t.r., until 
societies had established their position, Hiey had no legal statusj a^ 
could not sue in Court or obtain recovery of their dues; their 
was based on their own respeotabffily and solidarity, since not bemg 
a recognized entity they could not be sued except individually. 

Ibey sdoceeded and were an established suooess before tiie law reoogi^;^ 
niz^ them. Sohvwb Djhatzsoh considered ftat the only provinee et : 
the State was to remove obstaokt, * 1 ^? he invokedits aid for this iHunaatfiw 
and not to obtaun privile^ whidi be fi^)endily reosted. 

■ ^ In batj the great piiole^ whuffi aeetns^ to nnderiie. 

' mi ff amktt that cf Self-holn 1 
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cannot be successfully given to sueb folk by large institutions, and 
credit, which is the result of philanthropic or State effort, is apt to 
bo either abused or abortive ; it is abused for it comes in the guise 
of cliarity, and is received as a mere surplus of the wealth of others 
which they can easily spare, with similar subsequent grants beside; 
it comes from a general and indeterminate fund, which is popularly 
supposed to be inexhaustible. Similarly, when it is supplied by 
government it is not only supposed by the borrower to be 
from an inexhaustible source, so th^t no one will be harmed 
if it is not repaid, but it is necessarily surrounded by the 
lender with so many rules and formalities, that it cannot reach those 
whom it would benefit. Above all, such credit does not educate ; 
it does not teach the borrower that all capital comes from saving ; 
yet without this lesson credit is dangerous ; credit is only safe when 
it brings with it the lesson that there is no royal road to wealth; 
the mortgage of the unearned increment, the cheap loan from the 
philanthropist, the Government talcavi at charity rates, teach the 
ryot nothing, while tending to beget carelessness and improvidence ; 
it is the painfully saved surplus from laboriously won earnings that 
is the true educator. If he is to value a gift, he must his own 
benefactor ; if he is lo deal scrupulously with it he must be its 
guardian”-— (Wolff). The only true secret of assisting the poor is 
to make them agents in bettering their own condition (Archbishop 
Sumner) . 

As a rule, too, these banks are local, and a marked feature if not 
a* principle, of their establishment is the limitation of their area of 
operation. The Schulze Dclitzsch banks do not indeed recognize 
any limit, but in practice it seems that each bank oi>erateB in a small 
area ; in the Raiffeisen banks this is an absolute rule. Hence there 
arises that local knowledge by the bank of its members, by the members 
of the bank and of one another, which seem essential to success in 
bringing credit to small agricultural folk. A further principle is that of 
'association with unlimited liability— a principle which gives the 
maximum of credit possible in the absence of material pledge — 
compels the admission only of the more prudent and thrifty, binds 
ihe members together in a spirit of fraternity, and at the same time 
• ^^res that loans will only be advanced and spent for productive or 
tiaelul ' purposes. The result of this solidarity of members known 

be prudent and laborious, qoupled with the material ^ 
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results of their thrift in the shape of share capital and reserve, is not 
only an abundant credit as shown by the deposits, which average 
about three times the share capital and reserve, but a large freedom 
both from losses or from serious failure. Losses in general have been 
trifling, and such as are incidental to all credit operations, while the 
general annual profits have been good ; but it is doubtful if this 
solidarity is essential to success. In Austria it is not compulsory, 
and only half the societies have adopted it ; in Italy, where the 
success approaches that of Germany, if is practically unknown in the 
Popular banks ; tlie new German law of 1889 cancels the former 
postulate of unlimited liability for co-operative societies, and grants an 
option between three different methods. 

Mefhoih, — The method is that of an association, each member 
subscribing a share, and thus realizing a share cajntal to seiwe both 
as guarantee and as a lending fund, as well as to enforce thrift ; 
the association is one of unlimited liability, by the guarantee of 
which and of its shares, outside capital is attracted, which is lent 
out on short-term loans to members only. The profits are credited 
to the share capital, after allotting a certain amount to a reserve, 
and to the i^ayment of the directors and staff. Members can withdraw 
at pleasure, but can enter only after scrutiny by the society. No 
local limits are prescribed, but the office is usually placed in a town 
or large village. • 

Formation of a Society , — Seven persons at least must unite to 
form a society ; these must draw up the statutes (Articles of 
Association), the general subjects of which are laid down in the law. 
A board of directors and a committee of supervision must also be 
elected by the general body. The statutes, with the names 
of the directors, must then be registered in full in a register of 
societies kept in that Court of the district which keeps the commercial 
register. The statutes are examined and certified by the Court, 
which also publishes an abstract of them. Only after the above 
registration does the society acquire a legal existence, and it is then 
considered as a commercial or trading personality, subject to the 
provisions and with the rights granted by ,the Code of Commerce. 

Clientele , — Any one may be a member, who can prove that he 
is vrorthy of being such ; candidates must «how that they are 
prepared to join in tie principles of self-help and thrift ; admuh 
eion is granted opl/ after enquiry into the character 
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circums lances of the candidate by the directors or committee of 
supervision. As candidates are "cnerally from the same village, 
petty town or neighbourhood, this is easy enough. Every member 
must sign a declaration of adhesion to the conditions of the society. 
Tlie classes aimed at as clientele are those wlio having no 
material ea])ital, save perhaps some tools, yet possess a moral caj)ital 
in their honesty, industry and skill; those particularly in view were 
the urban artisans, and small traders and agriculturists wore not 
specially provided for ; but nearly one- third of the members are 
agriculturists. * * * 

The Bmih in relation to AgriculUtre, — Schulze Delitzsch started 
kis banks chiefly for artisans, tradesmen and such like, and without 
special reference to agriculture': nevertheless they have done a good 
deal for tlio agriculturists. He recognized that agriculture requires 
loans of considerable duration, while his own banks were restricted to 
three months’ loans, though with possible prolongations, and he 
carefully distinguished between the needs which should be satisfied by 
Real credit, and those for which personal credit would suffice. His 
own formula was that the term of loan should be in harmony with 
the reproduction of the capital lent ” ; hence, for all purposes for which 
three or six months would not suffice, land-improvements, 
purchase of stock, &c., in which the capital is more or less fixed and 
is reproduced only by instalments, he considered that Real credit was 
necessary, such as the Landschaften provide, viz., long-term loans 
; repayable by moderate annuities, and financed by the issue of 
mortgage debentures to an amount corresponding in the 
of mortgages held by the bank. He 
. consequently desired and proposed (1867) a law which should give 
—without special privilege — to any institution which should provide 
proper guai’antees and fulfil certain conditions, the right to ifesue 
“ Pfandbriefe (debentures), subject, howev er, to the control of the 
State ; these institutions should rather be Co-operative associations than 
Joint-Stock banks, the associations consisting of the land proprietors of 
afty given area. JFor all short term needs, " personal credit as granted 
by his Popular banks would suffice. His projected law was, however, 
liot taken into consideration, and long-term credit of the Ijandschaften 
type is still a desideratum for the ordinary German peasant ; long- 
term baas up to ten and even twenty years being, however, to a small 
granted by the Raiffeisen societies. 



rtmmos ot Boxxcwnre tACwnm, 


• i 

Defects . — These are (1) the shortness o£ the loan term, which 
renders societies less useful to agriculturists; (2) indefiniteness of 
area leading to a loss of the co-operative bond such as is felt when the 
area is limited, and to a difficulty in obtaining information as to the 
borrowers and sureties ; (3) the entire absence of control over the use 
to which the loan is put, whereby the societies lose a principal 
safeguard for the value of their money, and miss some of the great 
functions of co-operative credit, viz., the education of the borrower 
and the development of production ; it is even said that petty usurers 
obtain loans to no small extent and lend out the proceeds in their 
own business; (4) the pursuit of dividends, wliich though tending 
to develop thrift, tend at least as much to injure the borrower, and to 
divert societies into dangerous paths of business. 

Raiffeisen Cuedit Unions. 

The Raiffeisen societies are due, as in the case of their rivals, to 
the philanthropy, prescience, courage, perseverance and skill of one 
man, Raiffeisen, a man of slight estate, a burgomaster or village 
mayor, of very poor health, with no particular property, but of 
unbounded energy. He has been called the SciirLZE Dklitzscii of 
rural Germany, for he has done for agriculture, — though as yet on a 
much smaller scale owing to the inherent difficulties of the case— 
what his contemporary did for the towns. Struck by the misery, 
isolation and want of capital among the peasantry, by the shame- 
less and fearful usury of the private money-lenders, by the absence 
of association and public spirit in the cultivating classes, and by 
their need for elevation not merely in the material but on the moral 
side, he set himself alone and unaided, to develop a scheme for supply- 
ing the needs he saw. Like Schulze Delitzscii, talking and writing 
were with him merely subsidiary to action, and that action was his 
own, and not another’s ; he asked for no aid but that of his own will, 
his belief in his cause and his confidence in the dormant capacities of 
the peasant ; he formulated no great scheme, nor called on others or 
Government to do so, but began work in his own village, with the 
inspiration of his own ideas and of the needs around him. He bad 
no ideal entonrage for his work ; on the contrary, the country round 
Flammersfeld is represented as very poor, the men of scanty means^ 
ignorant, very superstitious and overwhelmed by debt, and his fij^ ; 
attempt at co-operative effort was on the occasion of a great family 
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^Vbiok decimated the people** ; on that occasion, “the usury was 
frightful and bread and potatoes— the ordinary food of the peasantry,— 
were not to be had.** By personal effort lie united some of the better 
class in a 'Co-operative society,* which imported grain direct, ground, 
baked and distributed it and brought down local prices by 50 per 
cent. ; he also obtained ])otatoes both for food, and as seed when 
spring arrived. This was in 1848. In 1849, he started an association 
of the better classes, who contributed funds with which cattle were 
bought by the association, and resold to the oi’clinaiy^ peasants who 
repaid the amount with interest in five years by easy instalments ; 
this was to obviate the ‘ Ustire ftur /e heiad^ one of the worst forms 
of usury found in Europe, the cattle dealer often exercising the right 
of taking back his cattle — which remain his till the value is fully 
paid up — if a single instalment of the heavy price is in arrears, and 
no return is made of prior instalments : subsequently this took the 
form of an ordinary loan society, the money and not the cattle, being 
made over to the i^asant, who therewith bought cattle outright for 
cash. In 1854 Raiffeisen founded a society not only for granting 
credit, but for educating orphans, for supplying labour to men out 
of work, for buying cattle and for erecting a library. This was 
unmauagejjble and was wound up in 1864, and in that year, the 
first regular loan society, under the rules, which, in the main, govern 
these Credit Unions, was founded at Heddesdorf, a village of the 
Neuweid Union, of which Raiffeisen was the burgomaster. It is 
only from 1864, therefore that these societies took their origin. Till 
1868 it stood alone, 5 were then newly started and ll in 1869. 
Until, 1879 progress was slow, but from that time the increase has 
been very rapid. * * * 

Before proceeding to further details, it should be mentioned that 
Raiffeisen, to whom this organization of rural credit was solely duo, 
was forced by ill-health to retire from public service about 1860. 
Though sick and nearly blind, he then devoted the remainder of his 
life to this work, dying in 1888 after his societies formed an establish- 
^ed and successful system. Curiously enough, his work, though in 
Gennajiy, has been attacked by business men and others, on account 
.fli the Chiistian and philanthropic tone which pervaded his writings 
abd his works, as though a system, admittedly successful from a 
bosmess and economic point of view, were the worse, nay even 
dbjeotienable, for having, as motives , of action, principles baaed 
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otherwise than on the desire for gain. Had the societies been baaed and 
worked on a charity foundation, the objections might have been 
understood, but they are not only business associations, but business 
successes, and are not open to the reproach of being benevolent 
institutions, they are real associations of self-help and self-education 
of the highest character. 

Tie Conditions . — It is worth while to note carefully the conditioni 
under which Raiffeisen began his work, and the conditions of the 
problem ; it is too common in thinking of Europe, to think of its 
general civilization, its wealth, culture and education, and to apply 
these vague notions to minimize the difficulties of the European 
problem, and to exaggerate those of India, The peasantry of Europe 
are not the cultured classes, who give the tone and name to European 
civilization and progress ; they are often but barely instructed, while 
their prejudices, conservatism and narrowness of idea are proverbial ; 
they are not wealthy but excessively iioor ; are much in debt and 
ravaged hy usury to a degree, of which this presidency (Madras) as a 
whole, knows comparatively little ; what can be expected of them when 
the vast bulk own less than 7 acres per family, and a large proportion 
much less than that ; vast areas of Enro})c are bleak and infertile, 
repaying labour with but a bare livelihood often of the meanest kind, 
so that the small peasants obtain a poor subsistence even in good years, 
while droughts and floods, hail, frost, blights, and eattlfi disease are 
common fatalities. Moreover, Raiffelsen began his work more than 
forty years ago and Europe was not then even as now ; the peasant 
had long suffered from other evils, such as from the want of communi- 
cations '’and of good markets, from general ignorance, from most 
conservative ideas and practices, from the poorest methods of farming, 
from feudal disabilities and customs, which the laws of the earlier 
part of the century had so partially relieved that a fresh set of laws 
was necessary, ending in 1850, to relieve them. Hence, it must not 
be imagined that the task of starting credit societies or rural banks 
among” the peasantry was one whit easier in Euro^ than in the 
Madras Presidency ; on the contrary, so hard was it that it took 
nearly twenty years to establish more than the first such bank, while 
the whole of Prance, the bulk of Germany, Austria luaA Italy, tto 
whole of the Iberian peninsula and the whole of Russia are stffi 
almost nnsupplied, in fact, with rural banks for the peasant, for «wn-. 
the 2,000 or so Raiffeisen societies which have established themsEdnk' 
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sinee 1868, when their real development began^ are but a trifle even 
in Prussia alone with its 54*^000 communes. 

Raiffeisen was the burgomaster of a village — afterwards of a 
group of villages — in one of the poorest parts of Germany, the 
Westerwald ; it had but a '^barren soil, scanty means of communication, 
bleak surroundings, indifferent markets.^^ Nature had proved a very 
step-mother to this inhospitable bit of territory, upon which the half- 
starved population — ill-clad, ill-housed, ill-fed, ill-brought up — by 
hard labour eked out barely enough to keep body and soul together, 
with the support of the scanty produce of their little patches of rye, 
buckwheat or potatoes, and the milk and flesh of some half -famished 
cattle, for the most part ruinously pledged to the Jews. ^'That 
reference indicates a peculiarly sore point in the rural economy of 
Western and Southern Germany, which led Raiffeisen to become an 
economic reformer. In this country we have no idea of the pest of 
remorseless usury which has fastened like a vampire upon the rural 
population of those parts. Even the gombeenman cannot compare 
with those hardened blood-suckers. The poor peasantry have long 
lain helpless in their grasp, suffering in mute despair the process of 
gradual extinction. My enquiries into the system of small holdings 
in those regions have brought me into personal contact with many of 
the most representative inhabitants — ^heads of agricultural depart- 
ments, judges, parsons, peasants. And from one and all — here, there, 
and everywhere — have I heard the self-same ever repeated bitter 
eomplaint, that the villages are being sucked absolutely dry by the 
^Jews*^ Usury laws, police-regulations, warnings and monitions have 
ah been tried as a remedy, and tried in vain.” (Wolff.) 

It was this miserable district ‘'where every little wretched 
cottage and tumble-down house was mortgaged and most of the 
peiUaants^ cattle belonged to the Jews,” that was severely visited by 
the famine of 1846-47, and it was the mi^ry of the people that 
moved Raiffeisen to action. Such were the conditions of the country 
and 6f t^ people, and no more unpromising fleld could have been 
stdeeted. And the conditions of the problem were no less difficult, 
yvL, to supply witkin, confidence, courage, the spirit of thHft, of 
sdf^help and of mutual help through association to a peasantiy so 
enfeebled, suspieious and dispirited, and to inspire wHiout such 
eonfid^Dce and credit that, upon the guarantee of snob a peasantiy, 
esimal capital should be attracted in mifficient qmuilities to free the 
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peasants from debt and to supply them with funds for maintenaoee 
and production. This is the problem, such are the conditions, which 
Raiffeisen had before him, and, in his solution of it in its most 
unpromising form, he has solved the problem so successfully, that the 
system is now developing with immense rapidity, so that the end of 
next decade may easily see at least 6,000 rural banks of this class in 
full operation. For India the solution of the problem presents an 
absorbing interest, for there are few, if any parts more difficult, to 
deal with, than the scene of Raiffeisen^s first success, while in this 
presidency (Madras) alone there are 10,000 villages far more suitable 
than Flammersfeld. But the conditions of the country and of the 
peasantry do not exhaust the factors of the ploblem, there must be 
imported into it for its solution, the energy, skill and devotion of 
promoters of the Raiffeisen stamp ; so difficult is the problem that it 
has nowhere been solved, save by such imported elements, and it is 
well to recognize this at the outest ; given a Schulze Delitzsch or 
a Raiffeisen, and they will bring bread out of stones, credit out of 
poverty, isolation and ignorance ; without them or some similar 
influence the problem remains insoluble. 

General Remits , — The increase in numbers has already been 
mentioned, and it should be noted that this enormous increase has 
practically been obtained since 1868 when the societies first began to 
develop.** Mr. Wolff considers that there are probably above 2,000 
including those that have seceded on minor points only. As 1,730 
were entered in a report for 1889, and they are said to be increasing 
at the rate of at least one or two per diem, this seems a moderate 
estimate. 

The loans granted are small; in 1887 in three societies taken at 
random, 200 loans were granted for £3,094 or £15-10 each ; of these 
36 were below £5, and averaged about £2 ; 139 were below £25, and: 
averaged £9-8 ; only 26 were above £25, and none was above £112-10. 
It is clear that these societies have the true peasantry as their 
clientele. * * * 

Principles , — ^There is little difference between the aims and objects , 
of Schulze Dblttz^ch and Raiffeisen, and that which has been said „ 
above of the former applies equally well to the latter ; they differ only 
in the less essential matters of method, and in the clientele which 

in view ; the former founded popular credit for all classes, , 
especially for townsmen,, tradesmen, artisans, ■ &c., while the latter 
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had in view simply the peasantry and rural classes. As in the Schulze 
Delitzsch societies, so in the Raiffeisen Unions, the principles of 
action are those of self-help, association, solidarity, prudenee, thrift 
and public spirit, to which, however, Raiffeisen added unselfishness, 
in that dividends are forbidden ; all profits, less fixed interest on the 
very small shares — introduced only in obedience to the law — go to a 
common fund to be used for purjxises of general utility, and not for 
private gain. Raiffesien, like Schui//e Deltt/.sch, demanded no 
privileges for his societies, but was content to base their success on 
honest, energetic and prudent action. In the words of S. Wollemboug, 
who, in It^aly has founded similar institutions, he believed that, ‘^when 
a whole class — the peasantry — is in danger, when the need is general 
and abiding, no kind of mere assistance, whether from the State or from 
individuals, is of any avail ; rather is it mischievous, for it not merely 
leaxis men to count habitually on such succour, a succour which must 
fail at last, and render more acute the consequent distress, but it 
gradually stifles the feeling of self-reliance and personal responsibility.^’ 

Whether he was right in rejecting or in not seeking temj)orary 
aid for nascent institutions, is arguable; success may have been 
delayed by the great difficulties of the start; on the other hand, when 
achieved it was undeniably due not to external aid but to intrinsic 
merit. In actual fact, two or three advances have been made from 
the State apparently as encouragement or premia and as aids to audit. 

A great deal has been made of the differences between these and 
the Schulze Delitzsch societies; but on analysis both seem to have 
similar aims ; thrift and the promotion of general well-being is the 
common aim of both ; but while Schulze Delitzsch places thrift and 
saving prominently forward as the chief factor of credit and of progress, 
Raiffeisen, while anxiously promoting thrift, desired to guide the 
peasantry towards unselfishness and public spirit rather than to 
individual profit. Schulze Delitzsch encoui’agod thrift and attracted 
capital by giving dividends as large as possible, so that there is a 
tendency to opposition between borrowing and non-borrowing membei*s, 
and possibly to unsafe extensions of credit and enterprise. Raiffeisen 
allows no dividends, but only market interest on deposits, and all 
further profits go to a reserA’^e ; there is but small share capital which 
is intended (1) for the ordinary purposes of a reserve, (2) for purposes 
ci public utility. Exaggerated views prevent the partizans of either 
side from doing justice to the other ; both are doing a greRt work, 



PROVISION OP BORROWING PACILITIBS. . ;i25. 

and while tlie Schulze Delitzsch banks are far ahead in numbers and 
operations, the RaifEcisen societies deal with problems of far greater 
difficulty, viz.y the advancing of small loans for long terais to men 
who, though they possess some j)roperty, obtain their profits only 
in small instalments, and after considerable delays, and with a eei*tain 
amount of precariousness and uncertainty; the men themselves more- 
over, are more difficult to deal with than the comj)arativeIy businesslike 
artisan and tradesman class. Hence a considerable divergence in 
methods as well as difference in results. 

The principle of solidarity is common and essential to both : in the 
one it is simply a means of obtaining credit, in the other it is not only 
that, but a bond of brotherhood. 

General Features . — The chief features are (1) that the society 
is absolutely local, the limits of a commune (village) being strictly 
maintained as the limits of membership and of operation, (;J) that the 
administration is equally local, members alone being eligible for 
appointment, and is absolutely gratuitous, (3) that there is but small 
share capital, all funds being borrowed on the guarantee of solidarity 
and eventually of the reserve, (4) that there are, therefore, no dividends 
to pay, and all profits go to the reserve, (5) that only members, who 
must be residents of the commune, can get loans, ((>) that loans may 
be of long term, extending to ten or even twenty ^cars, and (7) that, as 
far as possible, all funds are the result of local thrift. * 

Local Character . — A Raiffeisen bank is simply a village society 
of agriculturists, labourers, and shopkeepers united for common 
interests ; at first a few of the better class unite ; these by example 
and precept, draw in others. The first steps arc hard, but once fairly 
started, there is little difficulty, as the advantages are manifest to all. 
It is considered that the village should have not less than 400, nor 
more than 2,000, inhabitants ; several small villages may unite if too 
small for a separate society. This principle of restricted area is 
deemed essential : the bank is thus at the borrower's doors. It can 
be administered gratuitously and by the most trusted men of the 
community ; it has a perfect knowledge of the candidates, and can 
reject all unworthy of the honour who would be likely to discredit the 
the seciety ; it tends, therefore, directly, by reason of the advantages 
of membership, to encourage or t^ incite men to - industry, thrift and 
sobriety ; as a priest of the Rhenish provinces once said : ''The bank 
ha« done more in my parish for morality than all my sermons^* ; it 
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has a perfect cognizance of the solvency and status of would-be 
borrowers, and it can and does examine the purpose of every loan and 
enforce its due employment, for in a village all is open to the eyes and 
eai-s of all ; it establishes among the members the bonds of confraternity 
and tends to substitute association for suspicion, healthy and active 
communal, yet personally free, action for individual isolation and 
inertia ; it forms a centre of local progress and reform. All are 
admissible, even the poorest, who satisfy the administration that they 
are worthy of membership, and, as will be seen in Italy, the mere 
possibility of joining a society has reclaimed men from drunkenness 
and extravagance, and has given them an impetus to sobriety, 
industry and even to education in its ordinary sense. 

Objects of a Society , — These are well expressed in section 2 of 
the model Articles : — 

''The object of the society is to improve the situation of its 
members both materially and morally y to take the necessary steps 
for the same, to obtain through the common guarantee the 
necessary capital for granting loans to members for the 
development of their business and their household, and to bring 
idle capital into productive use, for which purfiose a Savings 
bank will be attached to the society. 

"The Society will also have in view the objects mentioned 
in clauses 2 to 6 of Article I of the Law for Co-operative 
Societies of 1st May 1889.” 

The objects mentioned in the last sentence are— 

(1) The supply of raw materials (^.y., manures, wool, coal &c.). 

(2) The sale in common of the products of agriculture and 

industry. 

(3) Co-operative production and sale. 

(4) The purchase, wholesale, of food-stufEs and agricultural 

necessities and their retail sale to ipembers. 

(5) The acquisition of implements or machines necessary for 

agriculture and industry and their use in common. 

These objects cover a wide field, and, if carried out, would 
develop agriculture beyond belief ; it is claimed that these societies 
are actually developing in the direction here indicated, as will be 
seen below. t. 

It should be noticed that in fulfilling the object of improving 
production, a prime necessity was that^ of "freeing the members 
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from the grasp of the usurer” and one principal result has been 
precisely this ; the usurer has been ousted, and the people set free 
to develop their farms or industries. No previous liquidation was 
asked for or needed ; the member was a neighbour, his character 
was known, the use to which he intended to put the loan and his 
power of repaying it was examined, the money was advanced and 
the thing was done. 

The following paragraphs are taken partly from the Model 
Articles of Association, partly from other sources : Articles, of 
course, differ in various societies, but a»-e generally similar to those 
mentioned. 

Memhers . — All adults of either sex, in full’possession of their 
civil rights, may become members ; admission is sanctioned by the 
directors, with an appeal to the committee of supervision in case of 
rejection. A member may withdraw or be dismissed ; the statutes 
detail the circumstances in each case. It may be noted that 
dismissal is necessitated by the removal of the member to a 
village outside the society’s sphere of operations, or if he joins 
another society of unlimited liability, in which ease, of course, the 
original society might lose its lien over the member’s property. 

Members have the right of voting at the general meetings if 
present in pei’son ; females have no right to take part in such 
meetings, but may vote by proxy. Every member is entitled to 
ask for a loan. They are bound to answer in all their property for 
the debts of the society, to piy up their shares, to obey the rules, and 
to watch over the interests of the society in every way. 

Administration , — Naturally the best men of the village form the 
original members, and therefore the original administration ; the 
burgomaster (village head), priest, school-master and bigger peasents 
usually form the nucleus. The society has always a board of directors, 
including the chairman of the association, a council of supervision, a 
general assembly, and an accountant. Regarding these organs Raiiteisen 
said ‘'the directors decide, the accountant executes, the committee 
of supervision oversees,” The directors elected by the general 
assembly represent the society, and have the management of 
affairs, including the admission and exclusion of members, the 
internal work of the office, the enquiry into, and grant of 
applications for loans. For facilitating loans each director has 
a register, persons in his immediate neighbourhood or hamlet 
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apply to him for loans ; on his report the directors consider the 
application, the object for which the loan is demanded, and the 
worth of the sureties and of the applicant. The president or his 
representative, or failing them, a member of the directorate 
specially elected by them, represents the society in its capacity of 
member of the Central society. The ])resident has other duties, 
and is held specially acconnbible for the cash and the correctness 
of the books and balance sheet, and for carrying out the decisions 
of the directors. 

The council of supervision has a general control ; it is bound to 
see that the directors observe the rules, and that all resolutions are 
carried out ; it is required to make a quarterly examination of the 
assets and debts of the society, when the position of each loan, its 
then value, the use made of the loan, and the status and solvency of 
the debtors and their sureties are examined afresh. Hence any 
deterioration of an estak*, any misapplication of a loan, any 
degradation of a debtor or his surety, is at once known, and steps 
can be taken to safe-guard the society, since the members of the 
two councils reside in the villages which forms the sole locale of the 
bank. It can, moreover, examine the books, cash and securities at 
any time, suspend the directors or accountant, and call a general 
meeting. 

The general assembly is tbe source of all power and is a petty 
democracy. It decides the general rate of interest to bj demanded 
from borrowers, and is likely to keep this as low as possible, since 
all the members are probable or possible borrowers, and since there 
are no dividends to pay to investors. On the other hand, it requires 
an influential directorate to guide the assembly, ^.y., in so fixing 
interest that profits may accumulate into a reserve as soon as possible, 
and thus improve the material guarantee for the borrowed capital. 
No difficulty is found in practice, as the original members, and 
therefore the original directorate, are the most enlightened and 
influential men in the village. Meetings must be held at least 
twice a year, and as often otherwise as the committee or a tenth of 
the members require. It is usual to require all members to attend on 
pain of a fine in the absence of a valid excuse ; this is intended 
to develop the personal interest of all members of eveiy 
degree in the working of their society, and is found very effectim 
The general meeting in these and other co-operative socieitied 
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usually decides matters which, in an ordinary society, are dealt with 
by directors ; it is a^ small democracy with direct working powers. 

All services rendered by the administration are absolutely 
gratuitous, only expenses out of pocket, if any, are payable to them ; 
the area and number of opei-ations being small, and the accounts 
simple, there is but little trouble. The accountant is the only paid 
official and must not be a member of either committee ; security, 
personal or material, is required from him. He is generally the 
village school-master, sometimes a forest officer, frequently a tax- 
collector, and the remuneration is small. In India the school-master, 
or monigar or kurnam would naturally hold the post. There is an 
eeemomy about the German and Italian arrangements very striking 
to an Indian observer, who is accustomed to see every petty Indian 
association, village union, reading-room, &c., spend much of its 
scanty funds on establishment. 

The* accounts are very simple, sometimes rough j but they are now 
regularly audited by inspectors sent round from the centml office of 
the group to which each society respectively belongs ; those 
inspectors pay frequent visits, point out errors, explain the proper 
methods and forms of book-keeping, and act generally as auditors 
ab eHra. Their services are paid for not by each society, but by the 
central office of the group to which each society subscribes annually. 

It will be observed from the above that not on^y is the 
establishment of the societies dependent upon local devotion, but 
that, once started, they bring men together in association and tend 
to develop in them a most useful and enlightened public spirit ; 
they are not merely centres of economic but of social and even 
of moral progress. Moreover, these societies do not spring up 
from the inherent and active love of progress in the village ; the 
peasantry of Germany arc not very different from other peasantry ; 
it has been only by the unwearied and incessant devotion and enei^y 
of Raiffeisen and his immediate disciples in this propaganda, that, 
after many years of effort and example, these societies have won 
their slow way to acceptance by the villagers. In some cases the 
suspicion of the villagers was overcome by the fact that their principal 
men lent money or placed considerable deposits in the nascent bank; 
this gave confidence, which, when once given, soon established itself 
and the position of the society. It is invariably a case of local 
energy, devotion and honesty. 

4a • • 
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Under the law of 18B8 it was not clear whether a 
share^pital was a necessity ; it is now placed beyond doubt by the 
law of 1889, and consequently the Raiffeisen societies which formerly 
rejected the share system, now require each member to subscribe a 
small share, which, however, only averages 10^., and may be much 
lower. Round this question was the principal strife between Schulze 
Delitzsch and Raiffeisen; the former, accustomed only to townsmen, 
who either had no property but only wages, or who, being in trade, 
were subject to unseen risks, and who operated in trade matters 
entirely out of sight and out of the control of the society, obliged his 
associates to subscribe a considerable share-capital as a proof of their 
thrift and sobriety, and as a material guarantee for their individual 
and corporate debts ; but the Raiffeisen societies, dealing solely with 
agriculturists and villagers, required no such security ; each member 
possessed in his little farm, in his cattle and implements, &c., material 
guarantees far beyond those of any subscribed shares. Moreover, 
a peasant, even though he possesses property, has seldom any cash 
in hand, and his savings are necessarily and best invested not in a 
savings bank but in his fields or farm-yard ; finally, every act of a 
peasant, the state of his crops and stock, his personal possessions, the 
new dress he gives his wife, nay, every visit to the public house, 
is perfectly well known to every other villager. For these reasons, 
Raiffeisen considered that a share-capital is not only useless, but 
mischievous ; melesi for, as calculated, shares of even £3 only add 
to the guarantee provided by the solidarity of the members of his 
•ocieties an additional guarantee of 5 or 6 per cent., since 
the aggregate actual property of each member in land, house, 
furniture, stock, &e., probably averages £50 in value ; mk- 
ckievous, for it keeps money out of the land, members out of the 
society, and induces a habit of looking for dividends, while the 
necessity for giving dividends, retards the accumulation of 

the reserve which is a prime necessity. What a peasant wants is 
often not property but simply cash, he is not a pauper, but he requires 
floating capital ; and to demand a subscribed share, the value of 
which is to be permanently locked up, may be, in view of his property, 
an unnecessary burden* Raiffeisen, in obeying the kw, fixed, 
4Jiereforej the shares at a veiy small amount, while encouraging the 
peasant to place any spare cash in the Savings bank attached to the 
society, whence it could be withdrawn at pleasure. 
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As there are, however, shares, there are now dividends or rather 
interest payable on them ; the rate is fixed annually by the committee 
of supervision, but must not exceed the rate of interest paid by the 
society on its borrowings ; the amount is credited to the shares until 
they arc fully paid up. The general meeting may determine that 
there shall be no dividends. 

Shares cannot be transferred or pledged in any way while a 
member continues in the society ; on quitting it he is entitled to his 
share value. 

Meserve. — This consists of the whole net profits after paying the 
fixed interest on deposits, &c., and the cost of administration. 
It belongs to the society in its corporate capacity alone, and no 
individual has any claim to any portion of it. Should it attain 
an amount larger than necessary, the general assembly can 
devote the surplus to some object of public utility, such as 
special beds in hospitals, the improvement of the village, 
its water-supply, school, &c., or it can lower the rate of 
interest and commission on its loans. Should the society be 
voluntarily wound up, the reserve, less any due debts, must be paid 
into the Imperial bank or placed in some recognized investment^ 
there to accumulate at compound interest, till a new society, under 
similar rules, shall be established in the same village, when it is to be 
handed over to them as a nucleus. * * * # 

In all cases the reserve is banked with the Central bank 
and cannot be used in the ordinary business of the society. 
The reserves appear to have been kept down by the low rate of 
interest and commission demanded from borrowers, who pay 
considerably less than the members of the Schulze Delitzsck 
banks. 

In spite of the weakness of the reserves, the societies have found 
no difficulty in borrowing, and all losses have hitherto been successfully 
met from the reserves. 

No entrance fees payable to the reserves are charged to members. 

Funds . — These consist of the shares, the reserve and the borrowed 
capital The first source, as already stated, is insignificant in amount, 
the reserve cannot be used in ordinary business ; it is on their borrowed 
capital that the societies work, thus fulfilling the .chief function 
banks, viz,, the collection of small capitals and their distribution fxx 
productive use. 
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The societies have not wanted for capital, except at the very 
beginning. At first Raiffeisen found funds only with very great 
difficulty and amongst the richer men who were friendly to the 
enterprise ; his first society could find no friends till a particular 
capitalist came forward and lent about £d00 ; gradually, however, as 
the security and regularity of the societies became known, money 
from the country side began to flow in as dejx)sits, so that a Savings 
bank, open to all persons, and not merel} to members of the society, 
is now the usual adjunct of a society, which draws much or even all 
of its funds thence. It is found that the funds siipplic^d by members 
of the association in this way are assuming a lai’ger share of the total 
funds borrowed, vh., about three-tenths, and that these funds are 
being received in smaller and smaller instalments, showing that the 
small peasants have been reached, and that the hitherto inactive 
driblets of capital are flowing in to fertilize the veiy neighbourhood 
in which they took their rise ; these arc assisted by the penny (10 
pfennig) savings system mentioned above. In some associations the 
deposits of members receive higher interest than those of outsiders, 
and a large number are actually financed solely from the proceeds 
of this savings branch. The confidence of the people in the great 
security offered by the solidarity of the societies, most of whose 
members possess some material proj)erty, is shown by the fact that 
in the great war of 1870-71 any amount of funds was offered to these 
societies without interest, capital seeking security only ; it was 
distinctly proved in the official commission of enquiry in 1875 that 
the Raiffeisen societies, by the nature of their own organization, 
though then in their infancy, suffered in time of panic less than any 
other credit institution, the reason being that lenders were also largely 
members. 

In the infancy of the societies 5 per cent, and even more is paid 
as interest to lenders or deix)sitors ; gradually this is reduced, and most 
now pay 4 and f34 per cent. 

" Loam . — ^These are for all terms, from a month to ten or even 
twenty years. Mortgages are not refused, but personal credit is the 
usual form, one or two sureties adding their signatures to that of the 
borrower. Cash credits are also granted, Raiffeisen, like Schulze 
Delitzsch, believed in the efficacy of personal security j it brings 
together the members of a society, and since a member will be very 
Unwilling to cause loss to his immediate neighbours, especially those 
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who have become security for him, it is one of the most efficacious 
modes of securing repayment if not punctuality ; but he directed his 
societies to be very careful not to aeee]>t, either as principal or surety, 
an idler, a drunkard or a spendthrift, and since the societies are purely 
local, it is easy to aviod sucli persons ; hence there is not only great 
security to the society, but a direct inducement to the idle, extravagant 
or vicious to reform in order to become members of these useful 
societies. This is no theoretical fancy, but the result of experience ; 
both in Germany and still more in Ibily is the evidence abundant 
tliat these societies do reform these very classes ; that they preach 
tem])erance and self-control more ju-actically tJiaii sermons, is the 
evidence of priests themselves. 

When a peasant desires a loan he a])[)lies either to the office or to 
the director living in his neighbourhood ; enquiry is then made as to the 
candidate’s solvency and his guarantees, and as to the use he intends 
to ma^e of the money ; if this hitter is approved of, the dates and 
instalments of repayment arc settled, always in such a manner — and 
this is most important — that the i>criods and amounts fixed shall 
agree with the probable receipts of the borrower; the society prefers to 
increase the duiution of a loan, and then to insist upon absolute 
punctuality — save in cases of disaster, flood, hail or famine, &c., — 
rather than to grant shorter terms with probable inabilities and 
delays. In this way, not only can the society calcuMe on its 
returns, but the borrower knows bis exact liabilities and 
that — save for unusual misfortune — he is safe to have means 
to meet them ; he is also educated in rigid punctuality and 
foresight. 

Short-term loans, viz.y those granted up to one year with possible 
prolongations to two years, or even three, are repayable usually by 
instalments, as Raiffeisen considered this an imjwrtant principle. 
Long-term loans, of which those above ten years can only be granted 
by special arrangement, are always repaid by equal annuities, which 
include both interest and principal. It was considered advisable by 
Raiffeisen, and his opinion is largely followed, that all short-term 
loans should be made payable at a particular time of the year, viz.^ 
that when the members have generally sold their crops ; this differs for 
various neighbourhoods between November and the, end of December. 
This practice, however, seems to cause a risk of leaving money 
unemployed for some months, unless there is competition for loan^^ 
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iQ&talmeats, or portions of instalments^ are received at any time in 
advance^ so as to remove the temptation to spend small sums. 

It is an absolute rule that the loan shall be for some useful and 
productive purpose ; this is, in fact, one of the chief securities for the 
repayment of the loan — a security entirely lost si^ht of by those who 
demand only material and existing securities. When a loan is used 
only for a productive purpose, including in this definition the payment 
of previously existing debts which enslave the peasant and absorb 
his crops, the lender has the best of guarantees that his loan will be 
repaid ; the borrower is, in fact, in a better position to repay the 
loan than he was when he borrowed it. To this end, not only must 
an applicant state the object of Jiis loan, but the truth of the statement 
must be encpiired into by the committee by its local member. If the 
loan is approved of, it must be used for the purpose stated, under penalty 
of immediate recovery. This is not merely for the protection of tlie 
interests of the society but of the member ; it is desired to ' teach 
members the due use of credit and to safeguard their true interests ; 
control of the use of credit is the base of the society's action, and the 
abuse of this control is checked by the fact that it is the members 
themselves who control themselves and one another, and that the 
members are men of similar position and needs. 

The duration of loans is chiefly from one to ten years ; the 
societies being composed of actual agriculturists, recognize that three 
months are seldom of any use in agriculture; even the Schulze 
Delitzch banks, where they devote themselves to the needs of 
agriculture, find that their short loans require numerous prolongations 
even up to two years ; the same will be noticed in Italy also. In 245 
societies, it was found that of the total outstanding amounts 15 per 
cent, was granted for periods below one year, 43 per cent, for one to 
five years, 35 per cent, for five to ten years, and 7 per cent, for above 
ten years. Again in ten societies taken at mndom, 71 loans, or 11 
j>er cent., were for one year at most, 442, or 68*5 i>er oent., for one 
td five years, and 132, or 20*5 per cent., for five to ten years. 

It has been objected, especially by Schulze Delitzscu, that money 
ca^jpot be lent on long terms (one to ten years) as by the Raiffeisen 
societies without great risk of bankruptcy unless they can borrow on 
similar terms. As a matter of fact, the societies do not generally 
borrow, on long teims, their funds are chiefly savings or deposite. 
Bchulze DELiTZSCHand others proved conclusively that, by theory, this. 
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means bankruptcy, and that the societies could not succeed, but 
practice contradicts theory—^ pur se muove. It is only necessary 
io point to the German Savings banks, with 55 j)er cent. 
- of their enormous deposits on rural and urban mortgages to 
disprove Schuj.zk Delitzsch\s theory ; the savings hanks experience 
of Austiia, of Italy and of the United States is equally conclusive. 
The fact is that the good credit of the societies prevents any lack of 
lenders; it is said, indeed, that they have more money than 
they can lend, probably owing to strictness in lending, that these 
creditors are largely members, that their savings are left for a long 
time untouched ; that, in fact, the banks find that they can place a 
very large proportion of their funds in long-term investments; finally, 
that long-term loans are all repayable by instalments, so that the money 
is continually coming in. It is true that the societies have introduced 
a rule that repayment of loans of any term can be demanded on four 
weeks^ notice, a facility which is also given to the creditors of the 
society, but this safeguard is not used in practice except in cases of 
deteriorations, or ot misapplication of the loan, or of serious diminu- 
tion of the solvency of the borrower from his own extravagance. 

Cash credits are not extensively used, Raiffeisen being of opinion 
that they were unsuitable to the smaller class of peasants ; they are 
opened chiefly for the better class. Whether the loans arc granted on 
mortgage, pledge or personal security, the administration is bound to 
examine, every three months, the solvency of the parties, the condition 
of the property mortgage and the use made of the loan ; even the 
habits of the individuals are considered. If necessary, a further 
security is taken from him, or the whole debt may be demanded in. 
accordance with the terms of the bond. 

The right of the society to demand repayment at any time on four 
weeks^ notice is entered in geneial teniis, but is never practised unless 
the property has deteriorated or the solvency of the parties seriously 
diminished, or the position of the society, by reason of demands, 
imperatively demands this extreme measure. The advisability of this 
clause has been much debated. There can, however, be no doubt but 
that it is necessary where property is being allowed to deteriorate, 
or the borrower is evidently becoming insolvent through extravagance, 
or where he has misapplied money lent for a particular purpose, In 
the first and third eases the rule is universal in land credit societies, 
and is especially necessary as a matter of contract where the law, a« 
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in India, does not make the mortgagor responsible for deterioration of 
the property mortgaged. But the clause seems indefensible where the 
demand is necessitated by the position of the society ; it is the duty of 
the society so to arrange its affairs as not to require at call loans 
which have been laid out perhaps in improvements yielding slew 
profits ; such a clause must produce a sense of uncertainty, 
and might be means of harassing debtors disagreeable to the 
directorate. 

As pointed out above, the loans are usually small ; some fall as low 
as 10 or 20 shillings, showing the class of peasants who are admitted 
as members. The largest number of loans are those falling between 
£5 and £25, the average appears to be about £15, or less than half of 
the average of £83 in the Schulze Delitzesch societies. 

The general rate of interest is 5 per cent., with a commission 
which raises it to 5 i or 6 per cent. It is usual now to take this 
commission in a single payment on the day the loan is granted ;'’it is 
usually 1 per cent, of the total for a loan of one year ; it aggregates 2 
j>er cent, for loans up to five years, and 3 per cent, for those between 
five and ten years. This commission pays the expenses of adminis- 
tration. 

With all the care taken to fix the ejisiest instalments and dales of 
repayment, it is found that the unpunctuality of the peasants is a 
standing difficulty; they cannot, without vast trouble, be got to under- 
stand the absolute necessity of punctuality, and much tact is required 
to avoid, on the one hand, a sudden severity ^which would deter them 
from becoming members and taking loans, and on the other, a lenity 
which would soon ruin the society. An official Commission in 1875 
commented on this fact, and found that the lenity of the administra- 
tion on this point encouraged the j^asants in their faults. * * * 

On this point the Neuwied central directorate allege (1) that the 
loans were frequently granted imprudently by the local societies, 
chiefly from a false idea of benevolence or compassion ; (2) that bafl 
harvests, especially in the nine districts (e.g., Coblentz), caused much 
distress and necessary delay. 

It seems, however, also true that some local societies shrank from 
pressing their debtors, fearing to drive them again into the hands of 
the usurers ; they did not insist on punctuality and thereby strengthened 
the peasants in bad habits ; also that the debtors had the means of 
pyment, had they been pressed, and did eventually pajr up. , 
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It is 6ldSir that these &ults-^a»diia leniency on the one hand and 
nnpunctuality on the other — may easily wreck the best system. M. Le 
B/IRBIGR expressly alludes to that idea of peasants (and others) that a 
society (or a Government) is abundantly rich and can afford to wait 
for its money, so that unpunctuality with them conveys no sense of 
fault. Mr. Wolpp, while admitting, it would seem, that the peasants 
are unpunctual, considei*s that the societies are training them to habits 
of punctuality by insisting inexorably on payments at date. Here in 
India, poverty is too frequently urged as a reason for granting a loan 
of public money, while the ryot — and not merely the ryot — liabitually 
thinks that the Government is boundlessly rich and can afford to wait, 
or even to lose an individual trifle. 

Othr Objecfs . — The societies do not merely make loans ; they do 
considerable business in assisting laud purcliase. In Germany, as in 
Italy, land is largely sold by public auction, the purchaser agreeing to 
pay by instalments — a practice which enables him to give a higher 
price from the case of payment. For these instalments he gives bonds 
to the auction-seller, who in turn sells them at a discount for ready 
money to some money-lender or other capitalist. Should the pur- 
chaser fail in any one ot* his instalments, he finds himself liable to be 
sold up without mercy, unless he pays a ruinous interest on hia 
arrears. The society intervenes by taking the place of the money- 
lender at a moderate discount, but requires from the seller^a guarantee, 
usually with personal sureties. 

Other objects are the stimulation of, and assistance to, associations 
for co-operative pro<luction, sale and supply; either by the grant of 
advp-nces or by establishing them as branches, with, however, liability 
and accounts wholly distinct from that of the parent society. These 
are becoming very, successful, and supply associations are mentioned 
as doing business up to £2,000 per annum, the capital for which is 
originally borrowed from the parent society. 

The same Article, which deals with these subjects, lays down that 
the directors shall endeavour to compose differences between the 
*member8 of the society, and to assist them if they are unjustly injuned 
by third parties. 

General Union and Groupt.— As the aocieties increased in nombw 
tod importance, it was felt that they should be linked « 
for matiid support and for supervision, for the chief dififemlty u| 
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starbmg and working these small local societies is not only that of 
thair weakness when isolated, but also that of finding capable men 
residing within the area ; hence the group and union system. Five 
groups are now in existence embracing probably all the individual 
societies. In addition to these local groups there is a Central Union 
for the whole of Germany to which all societies may belong. Of 
the local groups, Neuweid, the original, will be taken as an example. 

It was founded by Raiffeisen in 1877 with the object of extending, 
developing, and protecting the local societies. One chief duty is 
that of instructing the peasants in the proper use of credit ; this seems 
more useful than any other, for cheap credit, without due prudence 
in its use, means only quicker ruin. Doubtless, too, though it is not 
so stated, the peasants are taught the arithmetic of credit, «>., the 
calculation of profit and loss probable on a given transaction. 
Instruction in book-keeping and the audit of the accounts is another 
chief duty ; a regular service is organized for this purpose, and the 
inspectors give free instruction in the subjects to the societies that 
ask for their services. Another duty recently undertaken is the 
collection and preparation of systematic statistics ; they are still 
very deficient. A further and most useful development is the 
purchase of good seed, manure, implements &c., for the local 
societies upon demand by the latter; in 1887 the Neuweid 
Union alone furnished to its members, at cost price, 16,000 tons of 
manure and forage, and abovel,600 waggons of coal; in the spring 
of that year, it bought 2,000 tons of nitrate of soda at 88 i marks 
per ton, the price otherwise being 1 30 marks, hence a large gain to 
the members ; in 1889 this business had increased, and so again in 
1891, a considerable additional business was done. The steady incrAse 
of this class of business is highly satisfactory, and it seems that up 
to 1898 the Union had thus supplied con8ideral)ly over £500,000 
worth of goods. Here, it will be seen, is indicated a rapproachment 
between the duties of the local societies as credit societies and as 
Agricultural associations. Finally the Central Union busies itself 
with the promotion of life assurance, and of assurance against the^ 
effects of hail, cattle-disease and other frequent disasters. 

The Central Union holds a general assembly every year composed 
•partly of the representatives of the individual societies, jmrtly of 
delegates from the local groups, which represent the societies belongii^ 
to them. Discussions take place, and a representative syndicate . 
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council is apjwinted. For business purposes, the Union is divided 
into sections or district unions, each with the duties of the general 
Union. 

Each local society pays annually 15 shillings as subscription for 
expenses, including the price of a weekly newspaper (Co-operative 
Societies Journal) intended to contain statistics and facts relevant to 
the work of the societies. 

Central Banks , — The want of a Centi-al Bank for the use of societies 
either in investing or borrowing was soon felt, for it was clear that 
some societies will, at various periods, have too much and others too 
little money, a Central bank would bring about an equilibrium. 
Moreover, a well-established Central bank would be in a position to 
borrow funds at cheap rates and thus provide for societies in need. 
At first three Provincial banks were founded for their re8j>ective 
groups^ these again established a Central bank. This plan failed, 
funds being limited to a credit of £7,500 obtained from a Provincial 
Hulfskasse (Benefit fund), and the banks were finally closed as 
contrary to the then law. The shares are personal, and cannot be 
transferred without the bank’s consent. No societies are admitted 
as members except those which fulfil Raiffeisen’s six primary con- 
ditions, viz., (1) unlimited liability, (2) the intention of promoting 
the moral and material welfare of members, (3) the ^narrowest 
possible limitai^n of area, (4) absence of entrance fees, and smallness 
of shares, dividends on which must not exceed the interest paid by 
borrowers, (5) gratuitousness of administration, (6) the accumulation 
of an inalienable reserve. 

The Central bank, as far as possible, adheres to the same condi- 
tions; it is, however, formed as an ordinary joint-stock bank limited 
by shares, and its administration is partly paid; the bulk of 
the responsible work is, however, undertaken by the committee of 
supervision, which is wholly unpaid. The shareholders get dividends, 
but not higher than the rate of interest paid to the bank— ^bout 4i 
percent.— by its borrowing members; it operates only with its own 
members. 

In order to procure funds, the Articles provide (1) for the issue 
of debentures (Pfandbriefe) with the permission of Government as 
required by law, (2) for the receipt of deposits from members or the 
public, (8) for receipt of commission, and of the difference between 
interest ^id and receive^* ^ 
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It appears that the bank is provided with sufficient funds from 
the deposits of the kxjal societies ; these have always found more 
money than they could disjwse of, and this surplus can be de})Osited 
with the Central bank at 4 per cent. ; the bank lends these deposits 
to societies requiring funds at about 4J per cent, with a small 
commission. 

The bank is authorized to invest its funds (1) in accounts-current 
with its members (societies), (2) in discounting bills and in loans on 
pledge, (3) in mortgages or purchase of rent certificates, (4) in 
immoveable property, (5) in paj)er issued or guaranteed by the State 
or a commune. 

The Central bank is doing a useful and increasing business; and 
appears to be solidly based. 

Other Unions have followed the Neuweid example in starting 
Central banks, Westphalia and Hesse Darmstadt (Offenbach) ; 

the Articles, conditions and operations of these are similar to those 
of Neuweid, but the Offenbach bank is somewhat more liberal in 
admitting as members societies which do not adhere absolutely to 
the strict Raiffeisen principles. 

In other Unions, the local societies utilize ordinary banks for the 
deposit of their surplus funds and for obtaining credit. 

In Hanover a Co-operative Banking Cori)oration (Liniitetl) has 
been formed under the law of 1889. 

It has been objected that these banks being specialized for agricul- 
tural loans, operations would fail, since they would have to receive 
and disburse money at given periods, e,g.^ after harvest and before 
cultivation, and would not be able to maintain an even current 
of business. The result, however, proves that these special banks can 
maintain their position, and though no great profit is made, this is 
not their object ; they were formed as a channel of communication 
flo as to maintain an equal financial level in the various local societies ; 
this object has been successfully achieved. 

There are then in full operation a vast number of very 
small, autonomous, village loan societiess, of unlimited liability and 
wholly rural, if not agricultural, drawing funds largely from the 
savii^ of then* members, chea|dy, almost gratuitously administered, 
aiming at the moral as well as the material development of their 
associates, t^u^og them the use of credit and guarding them against 
its abuse. These societies, originally plated, «re now linked in 
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Unions or groui* for mutual support, inspection and instruction, aiK 
in order to equalise their funds and provide, if necessary, other funds 
a Central bank has been started for each Union which receives am 
distributes the dejiosits of the societies which form its sfde clientel 
and body of shareholders. These Central banks have wisely provide 
in their statutes for obtaining funds ah e.Hra, chiefly by the issue o 
debentures and receipt of deposits, but have not yet had occasion t 
do so. It is strange if in this organism of village societies, antonc 
mous and independent, yet, as members of one body, linked to, a,n 
supported by. Central directorates and banks, there is not a seed whic 
may take root a.nd gi*ow in Indian soil, as it has done in Germani 
Austria and Italy. 

ViffcrcHceg between th^ Sehnke Iklilzneli. mid Raifeuen Sitcielm.- 
There has been almost, from the first, a regrettable controvers 
between the two classes of societic>s, or between the 
principal men, a controversy amounting almost to party sti-if 
and as unnecessary as bitter, seeing that both classes arc indepci 
dently useful. It is advisable to mention the points at issue i 
order to assist the future practice of this country. 

Both philanthropists started with the same idea, »w., that . 

providing cheap capital for those, who were debarred from it by i 

enormous cost, cheap credit for those, who were exploited by the usuri 
their object was to supplant the individual lender by, the oigania 
bank. Both saw clearly that thrift is at the base of any possil 
system ; only persons who showed themselves able to save were deem 
worthy of credit ; saving, moreover, as the only basis of capit 
is a nine qua non. Hem, however, the two systems diverged ; ScHOl 

Dblitzsch began to foster tlirift by rewarding it with dividends a 

and profits as high as possible, thus placing the interest of borrow 
in opposition to that of lenders ; Raiffeisen placed the interests 
the borrowers first and allowed no dividends. The difference 
considerable, the former tend to become joint-stock sociehes, m wh 
investments seek high dividends, some societies declanng divrfei 
to members of 30 or even 60 per cent. (Wolff), a result ha« 

commensurate with anything but usury i the latter pr^rve mt 

the co-operative idea of mutual help, and yet are eminently suco^ 
both in attracting abundant deposits at market interest and m he 
ing bowowers, the interest of all members is that of the borrow 
actual or possible, and there is no antagonism between mvestaij i 
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borrowing members. It must be remembered that Raippeisen aimed 
directly not at the mere material benefits of association, but at its 
moral and educative results ; thrift was to be promoted not so much to 
make a man wealthy as to make him a better moral agent, a better 
member of society : he regarded mutual help, the bond of Christian 
charity, as the cardinal principle, and the necessary result of his 
system ; Schulze Delitzscji looked more to the material, Raiffeisen 
to the moral and social, results ; the former used association to enable 
the individual to struggle to the front, the latter used the co-opera- 
tive principle not merely for the individual, but as a beneficent method 
of increasing the common happiness and welfare. This difference is 
important, since the desire for dividends leads to speculation for the 
purpose of increasing profits, especially where directors are rewarded 
by a percentage. In Madras the Co-operative Funds tend too much to 
diverge from the co-operative idea of brotherly help, towards that of 
profits upon investments or as a reward for management. The true co- 
operative principle worked out in banks is, according to Signor 
Luzzatti^s idea, bank with fixed dividends on its shares and deposits, 
all surplus profits going to the reserve ; when the latter shall be equal 
to twice the capital, tlie shares are repaid, and all subsequent profits 
are expended in philanthropic or useful objects.'^ (Rostand) The 
external profit in this case is that derived by the borrowers from the 
cheap and accessible capital which they borrow for productive or 
useful purposes, the investors, at the same time, get a fixed dividend 
of interest which is usually somewhat above that of State paper. 
The corollary of these views is, in the Schulze Delitzsch societies, 
comparatively large shares with considerable dividends and paid 
administration ; in the Raiffeisen societies very minute shares — and 
then only in obedience to the law — and no dividends but an inalien- 
able reserve, and wholly gratuitous administration except as regards 
tbe clerks. 

Schulze Delu zsch, again, started his societies at any given centre 
with E wholly indefinite area of operation, the larger the area, the 
better the chance of paying business. Raiffeisen, on the contrary, 
lays down as an absolute rule that the area of operation tnust 
be small, never exceeding that of a village. The difference here 
is radical ; in the former societies it is far less possible to know, 
much less to influence, the members individually, to Judge of their 
ebarsieter and status, to sup^vise the employment of the loan > in the 
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latter societies all members are acquainted^ the bankas clientele are 
its neighbours ; it can lend upon character, upon the status, both 
personal and material, of the borrowers and their sureties. Usury 
can only be fought hand to hand, and it seems likely that only purely 
local societies can succeed — at least as regards the peasantry. 

Other radical differences are as follow : in the Schulze Delitzsch 
societies, which are lai’gely urban, only short-term loans are granted, 
three months being the rule with one or two prolongations ; in the 
Raiffeisen societies, which are wholly rural, long loans are the 
rule, two or three 3 ^ears being the average, and ten years the ordinaiy 
maximum. The former societies do not trouble themselves to watch 
over the use made of the loan, though they satisfy- themselves before- 
hand that it is to be used profitably, the latter consider it essential 
to iee that the loan is used productively, and every three months the 
utilization of the loans is examined by the committee of su])ervi8ion ; 
the former societies require repayment of their loans in lump, the 
return being usually speedy, and the result of a particular operation 
in trade, business or industrial contract, &c. j the latter take their 
loans, if of more than a very short term, by instalments, per month 
or per annum j the former, lending only in short loans, have nd rule 
regarding repayment on four weeks^ notice ; the latter insert, though 
they hardly use, such a rule to provide against the deterioration of 
property or the misuse of the loan ; the former do an enorfnous short 
term business with artisans, tradesmen and a proportion of agricul- 
turists, the latter a far smallar but now rapidly increasing business in 
long loans almost solely with agriculturists. 

So much for the differences between the systems of the two great 
founders of German co-operative effort. On the other hand, it must 
be pointed out that their common object was the strengthening and 
raising of the poor by the means of self and mutual help (s^atdet 
et Center ^ aider). They rejected mere benevolence in their methods, 
for though charity is a high virtue when applied by individuals to 
individuals, it cannot, or rather does not, in our imperfect conditions, 
succeed when applied to the relief of classes. Yet it was the main- 
spring of their own action; Schulze Delitzsch devoted himself with 
such unselfishness to his philanthropic work that, though voted a 
statue and a subvention, he left his widow in narrow circumstanceSji 
while Eaipfeisin, who might have pleaded sickness to inaction, us^ 
his Hfe so sympatbetacidly and usefully as to win the name of '‘F athee^ 
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Raiffeisen throughout the country side. It is personal devotion alone 
which effects j^reat reforms amonjjf the jwor and helpless. 

Popular Banks (Luzzatti). 

Object H ami Character . — The following extract from No. yHt- of 
• the Foreign office RejK)rt explains the objects and chaiueter of these 
banks : — 

“ Like the Credit Unions founded in Germany by Schulze, the 
Italian Co-operative Peojde’s banks are simply associations, by means 
of which artisans, peasants, small tradesmen, and, in fact, all classes 
of jwrsons who, though honest and intelligent, could not otherwise 
obtain credit without submitting to every form of usury, combine to 
establish a local self-governing institution of credit to meet their 
requirements. 

They are based upon the principle of self-help, and aim at 
developing habits of prudence and thrift in their members, by 
providing them with a profitable means of investment for their 
savings, while they seek to put down usury by the facilities which 
they affoixl for obtaining loans and advances of money at a reasonable 
rate of interest. 

" The members, being at once the proprietors of the bank and 
ita clients, have a direct interest in its making a profit, and a sufficient 
inducement to keep the rate of interest chained on loans and advances 
within projHjr limits. 

“The pecuniary interest of each member in the association, 
through the shares subscribed by him and his contribution to the 
reserve fund, offers a material guarantee for the punctual repayment 
of his debts to the bank, and a moral guarantee is created by the 
restrictions imposed upon the admission of new members, and the 
sale or transfer of shares, which must be submitted to the board of 
directors for approval. 

- “ In connection with this subject, Signor Luzzatti observes that 

' in an ordinary joint-stock company the member's money is the main 
object considered ; but in a co-operative credit association the person 
of the shareholder is of much greater importance than the share 
itself, since in the latter society the moral worth of the persons who 
compose it, united as they are for the purpose of obtaining, by means 
of co-operation, the credit which they would not find in other 
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institutions, supplements and completes the material worth of the 
shares, which arc accumulated gradually, and even in some cases hy 
weekly instalments of a few centimes.^ 

In order to secure the efficiency of such a moral guarantee, it is 
most desirable that tlie members of the association should be well 
known to each other, especially during the early period of its existence, 
and that the bank authorities should maintain a slriet supervision 
over the granting of loans and iulvances. 

The area in which the operations of the bank are carried on 
must therefore not be too extensiv(^, so that its members may have 
fre(pient opportunities of intercourse Avith it and with one another, and 
be able to take an active part in its managH'ment without ])ersonal 
inconvenience, and SroNOii Lu/zatti accordingly recommends the 
conversion of branches of existing banks into independent inslitiitions, 
AvhencA^r tiieir condition is sufficiently flourishing to justify such a 
course, as well as the foundation, in large centres of ])0]>nlation, of 
small indei)endent banks, si<le by side with those already established/* 



[Extracts from Sir F, A. Nicholson's Report pp, 242^72,] 
Madras Loan Societies (Funds — Nidhis). 

The leading idea of these Nidhis is mutual credit ; a certain 
number of men form a company under the Companies* Act, and 
attract other members ; these pay a monthly subscription for a given 
term, at the end of that term affairs are wound up and profits 
divided. Members may get loans from the society, repaying them 
with interest by monthly instalments. The idea is sound, but requires 
development j at present they are of very limited scope and fulfil 
merely the object of the similar class of Building Societies of Great 
Britain and the United States, on the model of which, even to the 
verbal adoption of their rules, they have been founded. It is curious 
that these societies, as their history will show, might almost have 
been developed directly from indigenous practices, viz.y from the 
Kuttu-chit system, a fact w’^hich forms a striking argument in favour 
of the suitability of the Fund system to the presidency, and gives 
promise of its great future development as a method of thrift and 
credit. The enormous development of the present system in England, 
and especially in the United States, where it appears to be rivalling the 
Savings Bank, is a proof of its geneml suitability to small folk, and 
it can probably be adapted to suit rural and agricultural needs. 

History, — The Nidhis, as now found, originated in Madras, in the 
Fund called the Sadar Court Fund, open to officials only ; it seems to 
have been started about the middle of the century. But the founda- 
tion principle, viz,y that of association for mutual credit, is found in 
the indigenous 'Kuttu-chittu * system, which is universal throughout 
the presidency. 

This latter system depends upon (1) association, (2) confidence. 
(3) honest dealing, and its universality speaks highly for the general 
honesty of Madras villagers, for the power of the village and caste 
system to prevent fraud, and for the possibility of a development in 
Madras of European associations based upon similar principles. 
Briefly it is as follows; a number of men unite to subscribe periodi- 
cally a small sum each, say 50 men agree to pay Re. 1 per month for 
fifty months ; each month Rs. 50 are subscribed, and lots are drawn 
for the total sum j the winning lot takes ^the, pool ; next monfli the 
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same fifty subscribe, but in drawing for the pool previous winners are 
excluded; this continues for the whole fifty months till each subscriber 
has received Rs. 50. This practice — a necessary system where there 
is no such thing as even a Savings Bank, and where deliberate hoard- 
ing for many months or years is a most difficult oi)eration — gives men the 
use in lump of a considerable capital, repayable by small and easy 
instalments; it is most useful for building houses, starting a shop, 
buying a pair of cattle or piece of land, &c.; it is clearly the result of 
the village self-contained system in a country devoid of banks and 
communications, and where permanent emigration, even to other 
districts or villages, was still of late perfectly unknown. It is said 
that, whether from honesty or fear of the consequences, the system 
is never abused by winners prematurely withdrawing from subscrip, 
tion. It will be observed that there is nothing of a lottery in this 
proceeding ; the element of chance appears only in the order in which 
the subscribers obtain the pool ; eveiy subscriber obtains it in turn, 
it is not a gambling tmnsaction in which one person obtains a given 
sum by mere chance to the loss of others ; it is no more a gamble than 
the drawings by which in England, as in Europe, it is decided what 
particular debentures shall be paid off. 

A further development, however, is next found; the subscribing 
members, or more usually the promoters of the Fund, desire to obtain 
definite and increastKl profits for themselves, drawn from the need of 
the subscribers ; instead, therefore, of drawing for the pool, it is put 
up to auction in lump or in lot ; the lowest bidder takes the amount, 
that is, the one who bids the lowest sum below Rs. 60, say 40, obtains 
only that sum, but gives a chit or promissory note for Rs. 50, the 
difference, Rs. 10, is divided as profits among the other members. 
This is similar to the Building Societies system, where loans are 
knocked down at auction to the man who bids the highest interest, 
or the largest j)remium ; in both cases it is apt to become an exploita- 
tion of need or of recklessness, the man most in need of money has 
to pay as high as possible for the accommodation. It has been 
common in India, as elsewhere, to get up societies for the sole purpose 
of providing the promoters with a living ; the so-called " directors ” 
get together the subscribers, an4 withhold Rs. 2 in every 50 rupees 
as their own remuneration ; these are not regular village or communiJ 
institutions but outside speculations : in some cases, the borrowers 
consequently defrauded jthe promoters by refusing payment, knowing 
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perfectly well that it would not pay their creditors to sue them in 
Court, at a distance of i^erhaps 20 miles, for sums of only !Rs. 20 or 
Rs. 25, hence the bankruptcy of some such Unions. These Unions 
are useful and legitimatti, but when they are not sustained by village 
authority, by the power which a local community or caste has over 
its individual members, they are very apt to fail, for human nature 
can seldom pass the chance of a good thing at another's ex^jensc if 
there is pi*actieally no risk. 

The first Madras Fund (Nidhi) further developed the system ; 
about 1850 certain Court and other employes discovered that they 
were being ruined by usurers, and determined to start a Fund to give 
persons of fixed income’ a chance of borrowing at ecpiitable rates. 
The model selected was the English Building Society so-called. Why 
this particular class of society was adopted, or who suggested it, is 
not known, but it is clear from the rules and methods of the Nidhis, 
which reproduce, in many cases verbally, the rules and conditions of 
the English exemplai’s, that some keen-sighted man discovered the 
suitability of the Building Society to presidency needs ; ])ossibly the 
original idea was actually to provide houses for subscribers. The first 
Fund was a ^Terminating^ Society with a seven years’ period; each 
subscriber agreed to ])ay for eighty-four months, when the Fund 
would be wound uj) and shares repaid at Rs. 102i jxjr 81 received. 
From the collections loans were granted to members at Cj per cent, 
interest with penalties for delay ; the loans, repayable by the monthly 
subscriptions, were usually on mortgage, and the order of giauting 
them was determined by lot; the cost of establishment was met from 
the penalties and from a charge for commission. Branches were 
subsecpicntly started; these were found expensive, and it was 
determined to make the Fund permanent, that is, a new series of 
subscribers were admitted and shares opened every year, and fifially 
every month, so that there was a continuous influx and efflux of 
members and shares. 

The Fund continued in much prosperity and favour till 1872, and 
many others were .started in Madras in imitation of the original ; 
some were genuine Mutual Societies, some were for the benefit of the 
promoters and directors ; some adopted the practice of selling their 
loans to the lowest bidder, so as to obtain high profits; some chaiged 

or 15 per cent, oi other high interest on their loans ; as in the English 
Loan Societies, a sound piinciple was often abuecKi for the sake of gain. 
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But about 187^ it was discovered that the societies were all 
illegal and had no civil status, not having been registered aceoi'ding 
to the Companies’ Act, which, though for many years in force, was 
unknown to the very companies which should have registered i it is 
a very peculiar fact that at the very head-(juarters of trade, the 
existence of the Act under which companies were bound to exercise 
their trade was even unknown to them. The result of the High 
Court’s judgment was the collapse of many societies ; debtors 
knowing that the societies could not go into Court refused to pay j 
even after registration the societies could not sue for acts done 
before registration, and the result of course was litpiidation. Some 
were re-established and duly registered, but the loss to the vaiious 
societies was calculated at 20 lakhs. 

Other abuses also crept into certain societies ; the energetic 
and honourable men who began the Nidhis died or retired, and in 
some cases were replaced by unscrupulous, incapable or negligent 
men ; subscriptions were misaj^ju'opriated : in one fund manji 
thousands of rupees of prolits were devoted to the payment of handsome 
salaries to directors, promoters and staff ; many bogus societies wert 
started in Madras and in the mofassil for the sole purpose of enriching 
the promoters by sheer fraud ; splendid promises were made and foi 
a while fulfilled, till confidence pnKluced large subscriptions when tk 
^‘Fund’^ closed its doors; impossible profits, such as 2 rApees for ever) 
rni)ee subscribed, were promised ; these sham companies even got th( 
nickname of Hjiibbuck^ (literally, gulping or devouring) funds, anc 
were a disgrace to the community, and a source not merely oi 
immediate loss, but of much subsetpient distrust of Credit Societies 
* * * A large numl)er were started and closed to the ruii 

of many investors. The following table gives particulars from 



Average number 

Period. 

annually 


in existence. 

1872-77 

37 

1877-82 

68 

1882-87 

157 

1887-92 

186 


In 1872 there were 20 Nidhis ; ibl in 1882 ; 2G9 in 1886-87 
and 135 in 1891-92. In the five years ending 1 892 no less thai 
260 societies disappeared, 181 of which w^u’e in Madras town alom 
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Doubtless mauy of these were tlie irregular and often fraudulent 
Benefit and Insurance Societies described in the papers read in 
Government Order No. 33G8 Judicial of the 7th December 1885, 
where one person is mentioned as “director” of six Funds, though he 
had been “at least thrice punished for theft, misappropriation, &c.” ; 
another was a 2 ^etition-wi*iier, and so on ; these were started, received 
subscriptions and disappeared, the “benefit” being only to the promoters. 

For the present study the winding up reports of 70 regular Loan 
funds taken at random from the registrar’s records have been 
analysed ; i'Z fell btjcaiisc of the failure of subscribers, especially 
those who had borrowed, to pay their dues, probably owing to laxity 
and mismanagement ; 9 fell because of the misconduct or 

fraud of tlie secretary or other officers ; 9 simply decayed, 
getting no business ; the rest from various causes ; natural 
expiry being the reason in only 3 cases. Abuse of j)owers and 
embezzlement by the secretary, absolute negligence by directors of 
the rules of the society and of business methods, disregard by 
directors of the share-holders, the falsification of accounts and records, 
dishonest withholding of repayments by borrowers, and negligence 
in subscription by non-borrowing members, are the chief features of 
these re]^x)rts. 

The notorious case of a certain “Bank” quite recently started 
under most excellent auspices in Madras is well known ; the rules 
provided esj)ecially for audit, and yet the funds disappeared almost, 
from the beginning ; the resolutions of the general meetings and the 
p^itions put into Court and the proceedings in Court disclose 
extraordinary laxity and negligence. 

The history is very instructive j it shows that, in the infancy of 
a movement, the energy, devotion, zeal and honour of the early 
promoters may suffice to thoroughly establish a paying business on 
just and honourable principles ; that success means ready imitation ; 
tlrnt in the imitations and even in the originals there is no intrinsic 
guarantee that the high principles of the original promoters will be 
sustained ; that if the principle oi J* kisser faire*^ be allowed free 
course amidst a needy population, much too ignorant of business 
to be able to guard their own intei’ests, that principle will be abused ; 
that the mere fact of laws, even if suitable, being in existence, is 
insufficient, unless there is a specific authority wlmse special duty it 
is to work or supervise the working of those laws. 
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The above has been simply a sketch of the development of the 
Fund idea ; as regards the Nidhis themselves, it is found that they 
have been promoted cither by a philanthrojne desire to relieve men 
from usury and provide a means of saving cither for specific pur|)08e8, 
such as marriages, house-building, &c., or for general thrift, or by a 
hope of obtainig profit for the promoters, or by a mixture of both 
expectations. Individual energy has always been the proximate 
cause ; merchants, officials and vakils have, in most cases, been the 
active promoters. Sometimes public meetings were calltxl or jirinted 
notices issued, but generally it appears that the society developed by 
simple accretion, not — after the first effort — by an active in-gathering 
of members. 

The history and general principles of these Nidhis having l^eert 
given, it will be well to describe them further under the following 
hea^s, (1) objects, (2) principles and constitution, (3) methods, 
(4) Government intervention, (5) results, (0) advantages, (7) defects, 
(8) difficulties. 

These are described as the facilitation of savings, the 
relief of membei*s from old debts, the deliverance of them from usury, 
the accumulation of a fund for special purposes, such as marriages, 
the grant of loans on good security for all purposes, whether for 
domestic ceremonies or maintenance, for expenditure on jewellery, 
on house-building and repairs, on land, &c. Membe^rs alone are 
generally contemplated, but, in fact, surplus funds are frequently 
lent in small lots to outsiders at a somewhat increased mte of 
interest ; in such cases the material security must be carefully looked 
to, since the society lacks that derived from a borrower's membership. ‘ 
An unexpressed object is also the provision of salaries or profits for 
the promoters, directors or officers — ^a perfectly legitimate object, but 
one that is apt to interfere with benefits to boiTowcrs and members, and 
tends to departure from the strict rules of the society. The receipt 
of deposits is not usually a primary object, in some societies it is only 
of subsequent introclnction ; in hardly any has it obtained any 
considerable position. It will be seen that the scope of the societies 
is limited, they arc not Banki^ societies so much as Mutual Loan 
societies, and they thus fail in one great function of banking, r«>., 
the concentration of idle hoards for productive puriioses. 

Principles and Constitution. — Classes of Society , — ^There are. 

several classes of ^ Funds, the regular permanent Nidhi, the 
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Terminatin«f society, the Chit associations of various sorts, and 
the Benetit so(neties. Of the Terminating* societies there is one 
which is thoroughly rural, its promoters are village residents, none of 
whom knows English, its clients arc largely agricultural, its original 
term was for seven years, on the expiry of whicli it was wound up 
with a net hook profit of Rs. 2,100, of which seven-eighths would, 
when realized, go to the directors ; about half was still outstanding. 
The society was re-started immediately on a much larger scale 
embracing distant villages, and is therefore likely to be largely 
defrauded or to lose heavil}^ The Chit associations calling themselves 
Nidhis vary in method, in one town the method is as follows : each 
100 members form a class or group; these subscribe 1 rupee each per 
week; from this Rs. 100, Rs. 5 are deducted as commission to the 
directors, and the l)alanee, is put up to Dutch auction : the bids go as 
low as Rs. 74. The difference between Rs. 74 and Rs. 95 is divided 
among the 100 members of the class. The borrower executes a 
bond with sureties for the whole sum and repays it by the usual 
weekly subscription. No interest is charged, but the premium and 
commission amount to very heavy interest. In case of failure to 
repay a suit is tiled; one of these Funds, started in 1890 at the 
head-quarters of a District Munsif^s Court, had, in less than three 
years, filed 150 suits; another started in 1891, had filed nineteen in 
twenty months. The Benefit societies are those which provide 
money for various domestic and social occurrences by means of 
subscribed shares, some are, or were. Insurance societies ; these have 
mostly died out, and the so-called Insurance societies described 
in Government Order, No. 3308, Judicial, dated 7th December 
1885, would never be tolerated under the control of a proper 
law. These societies do not come within the scope of the 
present study. 

The central structure of an oidinary society is that of a tenninating 
society consisting of a maximum number of shares which are paid 
up by regular monthly subscriptions and terminate with the period 
for which the society is founded. The society is wound up at the 
end of ihe given period, say, forty-five or eighty-four months 
approximately, each member takes one or more shares for which he 
pays at the rate of (say) 1 rupee per month ; at the end of the period he 
will have paid up Rs. 45 or Rs. 84, and will be credited with this amount 
profit, a share on which Rs, 84 have been paid in eighty-four 
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monthly subscriptions is usually repaid at Rs. 102-8; the period 
may be a little less or a little more than the nominal, terminating 
whenever the shares reach tlie determined value. It is usual, however, 
now to make the societies permanent that is, fresh series of 
shares are periodically and frequently issued, and it is these only and 
not the society which are wound up as each series matures, so that 
subscribers are continually coming in and going out ; this prevents 
the accumulation of idle funds at a loss of interest as the termination 
of the period approaches, in order to pay off non-borrowing mcmbei*s, 
and also permits the entrance of members without the payment in 
lump of a erious and often prohibitory mass of back dues, it being 
only necessary to pay such as are due for tlio prior months of each 
particular scries. It is, however, usu.all}^ necessary, as each series 
approaches maturity, to attract deposits .at perhaps 7h per cent, 
per annum, in order to pay olT matured shares : tliese deposits are then 
repaid* from fuiure subscriptions, to the detriment, however, of the 
lending power of the society. 

All the societies are called Limited ; this word is frequently 
not even understood by the societies, which in many cases have 
explained that the word means limited to a certain number or to a 
certain value of shares. Since business is almost limited to the grant 
of well-secured loans to the maximum amount of the share values, 
there is no real risk to any member in a decently-managed society. 

The essence of the society is mutuality ; it is a group of men 
united to help one another by a common contribution of funds which 
are to be lent out to members only for their sole benefit, all profits 
derived from the transactions are to return to the members, so that 
all benefit: the non -borrowing members by the receipt of profits, the 
borrowing members by the use of the loaned capital and by a portion 
of the profits which they have contributed to the society. That is 
the theory, and with the exception of the British Friendly societies, 
the British and American Building societies, of which the Madras 
Nidhi is a copy, and the Raiffeisen and Wollemborg Rural Credit 
Unions, there are no societies in the world more thoroughly 
co-operative in theory. It is, therefore, greatly to be regretted that, 
through want of guidance and explanation, through the total absence 
of any teaching in the idea and methods of co-operation, through the 
fact that the only societies available for imitation in this country are 
trying joint stock companies, through the personnel of many of the 

45 
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promoters and directors who are Madras business men, through the 
natural and in this case undiverted desire for gain, and lastly through 
the fact that the only law governing societies is a Commercial or 
Trading Company law, these essentially Co-opei*ative societies have 
largely diverged, and are daily diverging more and more, in the path 
of mere trading societies. The same tendency is observed in the 
Schulze-Delitzseh societies in Germany, and the inference seems 
unavoidable that if profits, dividends, and large stipends or honoraria 
to directors and office-bearers are put forward as attractions to members 
and administrators, the effoi*t after them will soon become dominant, 
and substitute the competitive struggle for the eo-ojxjrative march. 

Methods . — Under this head will be described the general 
working of a regular Nidhi, its clientele and administration, 
its funds, loans, &e. 

Clientele . — In most cases the Nidhis have been started in 
considerable towns, Trichinopoly, Coimbatore, Salem, Bellary. 
Tadpatri, &e., by the official, professional and trading classes ; the 
main rule of the Nidhis, viz,, the regular monthly payment itself 
shows this. It is these classes who are most likely from their 
intelligence, knowledge and requirements to begin associations of 
this class. Accordingly it is found that the proportion of members 
of these classes is, up to date, altogether overwhelming ; the following 
table for the thirteen Nidhis which alone have given information as 
requested, brings this out clearly : — 


Nidhi 

» 

so 

1 

Merchauts. 

E 

$ 

I 

Agriculturists 

Others 

Grand 

O 

I 

1 

4 

1 

OQ 

1 

Big 

Small 

Total. 

Total. 

12 Mofassil 

1,084 

287 

1,161 

766 

267 

200 

349 

649 

474 

4,669 

1 Madras 

1,172 

217 

028 

46 

235 

81 

93 

174 

646 

3,017 

Total j 

2,250 

604 

'l,77»- 

812 

492 

281 

442 

723 

1,019 

7,686 


In this table the principal and working profession of each member 
given, e. a vakeel is a professional man even if he owns land, 
"merchants" include money-lenders and shop-keepers, "others” 
includes pensioners who are numerous. It will be seen that the 
four classes of officials, professional men (vakils, school-master8,^*}i 
merchants and shopkeepers account for 5,351 out of or neariy 
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70 I)er cent; even in the twelve mofassil Nidhis they are 3,288 out 
of 4,669, or slightly over 70 per cent. ; agriculturists proper are 

only 723, or 9*4 per cent. It is clear, then, that the Nidhis of this 

presidency have so far reached only the official, professional, and 
trading classes of the towns with a few agriculturists, most of whom 
also live in the towns. However well adapted their general 
principles may be to the conditions of this presidency, or 
however capable of development, the Nidhis have not, during 
their forty years of existence and twenty years of extension, 

been able to provide the Madras ryot with any appreciable 
help. 

As a rule there is no condition as to admission except 

nationality ; most admit only c^stc Hindus ; some (Madras town) 
only Europeans or Eurasians. There is but a single, and that 
a very small^ Mahomedan Nidhi in the whole presidency, Madras 
city included, and the ordinary Hindu Nidhis do not admit 
Mahomedans, because of the difficulties arising out the 
Mahomedan law of inheritance. Directors generally have power to 
refuse admission — ^a very necessary faculty — so as to keep out 
objectionable characters. There is no general condition, however, 
as to character, status, &c. ; any man who is willing to abide by the 
rules, and pay his monthly quota regularly, is an eligible member. 
The responsibility of members is ^^limited^’ to the maximum value 
of their shares ; in most Nidhis no single shareholder can hold 
more than a certain number — usually twenty, twenty-five or 
fifty — of shares, only in one— a 'Commercial bank' — is there no 
limit, and the maximum held in that society by any one member is 
165 ; in one society 100, and in two others 300, is the maximum 
allowable. This rule may be evaded by taking shares in the names 
of relatives. As however — the Nidhis as in Europe, proceed on 
the democratic principle of "one man, one vote," irrespective 
of the shares held, they avoid pro ianto any plutocratic preponder- 
ance in the governing power. 

As a rule Nidhis have but one office, only a very few have 
branches or agencies ; the Hospet Jaya Lakshmi Bhandara has a 
8ub«4gency and three branches ; the sub-agency is an agricultural 
Nidhi, practically independent of the original, biit the branches work 
under the control of the latter. Here again, they resemble the general 
run of the German and Italian Credit Societies. 
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Adrnutidralion , — A Nidhi is usually formed by a few intelligent 
persons, gcnci’ally officials and professional men, uniting to the 
number of seven at least, and framing or borrowing a Memorandum 
and Articles of ascociation ; these subscribe a few shares fully paid 
up, with which to defray preliminary es.penses and registration fees ; a 
prospectus is then issued, and a meeting called by public notice to 
explain the nature and objects of the Nidhi and a list is opened for 
members. This or a subsequent meeting appoints the directors and 
office-bearers, who are, as a rule, of course, the original promoters 
of the Fund. 

General A,mmljly. — Theoretically, the source of power is the 
members in general meeting ; they elect directors, auditors, &c., and the 
directors report to them annually; in^practice the directors and office- 
bearers, especially secretary, are the real society, being, practically, the 
only ones cognizant of business and of the affairs of the Fund. When 
the general meeting does attempt to exercise ix)wer, experience 
alleges that it is frequently used badly and ignorantly, a mass of 
ignomut voters are won over to dangerous business, to mistaken 
appointments of directors or auditors, unconscious of the true duties 
of such officers, or of the proper scope of genuine and safe business. 
The power in Madi-as and neighbouring districts is generally exercised 
on the ^^one man, one vote^^ principle, hence, the experienced director 
of many years^ standing has precisely the same theoretical value in 
the meeting as the newest joined lad or the old market woman with a 
single share. This is the strictly democratic principle adopted in 
.the Popular banks and Credit Unions of Germany and Italy, which 
is found to work very well, the power thus . given to the mass of 
members, i. e.y to the mass of borrowers, tends — but only tends — to 
prevent any diversion of the aims or funds of the society towards 
speculation or towards private interests, or any monopoly, of the 
administration for purposes of private gain by capitalist shareholders. 
In the United States, however, it is common, perhaps geneml, to 
allow one vote per share, it is argued by writers of the greatest 
experience that though the '^one man, one-vote^^ principle prevents a 
few shareholders from combining to control the association, yet, on 
the other hand, it allows ten men holding one share apiece to have 
the same voting power as ten men holding ten shares apiece (S. 
Dexter), and it is evidently considered that a universal and equal vote 
is, in business matters, a dangerous vote. It is interesting tliat tide 
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should be the case in the gieat republic, and shows a curious 
divergence between the views of business and of politics. It is right 
to add that a limitation in the number of shares to be held and votes 
to be given by each share-holder is recommended, also that another 
American writer of great experience in Building societies (E. Wrigley) 
considers that the stock vote (as many votes as shares) is bad in 
principle, as ^4t gives the preference to capital over brains and 
experience j it gives the richer members power over the poorer ones ; 
it tends to destroy confidence, and often leads to fraud and oppression ; 
it is a great aid to dishonest management and the bane of large 
corporations of the present day,” In certain important groups of 
mofassil Nidhis, it is customary to allow one vote for every share up 
to ten, and thereafter one for every five ; this gives a preponderance 
of j)ower to wealthy shareholders, who moreover are generally those 
who mostly attend general meetings ; these use the Funds as investments 
and are often directors. Hence there is a tendency to run these 
Funds as joint stock companies for the benefit of investors and 
towards the development of dividends, and this is much complained 
of by many members. The complaint is precisely that the Fund, 
under this principle, falls into the hands of a few people who manage 
everything with a view to their own interests. Experience seems to 
tend towards the adoption of a modified democratic method ; some 
Nidhis and many experienced members state distinctly that the 
‘^one-man, one- vote” principle is folly, in that the ignorant, unbusiness- 
like and improvident have the same voting power as the intelligent* 
and prudent business man, with a large stake in the society. To 
which, however, there is the reply that the poor man is very often as 
prudent as the rich ; that his solitary share may be his all ; that he 
is more likely therefore, to insist on prudent management free from all 
speculative bias, and above all tliat he is more likely to insist on 
cheap credit rather than aim at high profits. The experience of 
Europe is in favour of the democratic principle in these societies ; 
even poor members thus learn to take a lively interest in a society 
where their vote is so important, and it is considered that so long as 
men do not grow wise in proportion as they grow rich, a Mutual 
association should adhere to this principle, as more eonsistent with 
the co-operative formula that a society is an association of men rather 
than of shares. It is possible that, as in some Nidhis already, a 
middle way may be found, e.^., in one Fund one vote is given for 
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every live shares with a maximum of four votes ; in another the 
maximum is sixteen. Possibly a maximum of five votes, one for 
every five or fraction of five shares up to twenty-five would prevent 
all undue preponderance of wealth while giving to the experienced 
men, with a considei-able stake in the Fund, sufficient voting 
I)ower to prevent ignorance and inexperience from rash resolutions. 
The single vote system seems successful in Europe, and is based on 
the true co-opei*ative principle ; the unlimited stock vote is generally 
condemned. In Madms and in the mofassil some of the most exj^erienced 
men disbelieve altogether in the existing voting system, whether the 
individual or the stock vote system. They recommend that the 
general meeting should not consist of all subscribers, especially when 
the society becomes a large one ; a really representative meeting 
would, in such case, be too unwieldly to manage, while a door is 
oi)ened to great abuses whenever matters of importance, elections, &c., 
ai*e concerned. They recommend either a resort to intermediate 
bodies, each member of which should represent a group of subscribers, 
or that the general meeting should consist only of shareholders holding 
above a certain minimum number of shares so that the mass of subs- 
cribei's have no votes, but enjoy all other privileges. Possibly this latter 
plan may be advisable in cities with very large societies, but for small 
societies the individual or the modified stock vote system seems 
preferable as giving all persons a working interest in the society. 
It has also beeu suggested by very experienced and disinterested men, 
one being chairman of a lai-ge Fund directed almost gratuitously, 
that: the executive power of a general meeting should be removed 
altogether ; it should be a mere meeting to receive and adopt reiwrts ; 
the real control should be exercised by a board of control of twenty 
to twenty-five members, chosen at the first geneml meeting from the 
men of highest reputation, who would hold office permanently, all 
vacancies being filled up by the board itself ; tljis boaixi should control 
alj the operations of the managing committee. Such a board of 
control was, in fact, in existence, it is said, in the old societies of this 
presidency, but has for many years been abolished under the ideas 
engendered by the Joint Stock Companies^ Act. The proposal is, to 
a certain extent, parallel with the practice in the old Land banks of 
Germany, where the general meeting is of rare occurrence, its place 
being taken by a Council of delegates ; it exactly recalls also the 
universal committee of supervision in Europe, which, in every society, 
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controls the work of the managing board, and safeguards the cause of 
the society. 

It is, of course, open to Funds to frame Articles as they please in 
any of the above directions. 

The directorate usually consists, at least at first, of the most 
expencnced and influential men, retiring, as usual, by rotation, but 
re-eligible. They are now almost always paid, either by a share in 
the net profits, after the guai’antced interest has been distributed to 
members, or by honoraria settled at the geneml meeting ; they usually 
get sitting fees also. In some the directors are paid at a fixed and 
often a very large proportion of the profits, in othei's according to 
the number of meetings they have attended. In the largest mofassil 
society working ratlier as a bank, the president and directors work 
grafniiomlij^ while the secretary, auditors and appraisers each get an 
lionorarium settled at the general meeting ; the staff, of course, is 
always paid by salary. In Germany the divectomte of the Schulze- 
Dclitzsch banks is usually paid both by salary and by a share in the 
profits ; in Italy this was also the case, but Signor Luzzatti strongly 
recommends — and the suggestion is now largely adopted — that their 
services be given gratuitously ; in some of the very largest banks, 
e. g., Milan, this is pre-eminently the case ; in the Raiffeisen and 
Wollemborg Loan societies all services are gmtuitons except those of 
the accountant. It seems to be the rule that in these co-operative 
Mutual Credit societies in Europe, and in the United States, as also 
the case of the English Trustee Savings banks and Irish Loan societies 
under the Act of 1843, the directorate gives its services gratuitously; 
the Schulze Delitzsch societies are the exception, and the express 
complaint made against them is that they are tending towards the 
position of mere Commercial societies, and losing their “mutuaF* 
character ; the desire for large profits, and consequently larger 
Hantiemf^* to the directors, is not merely keeping up the rate of 
interest, but diverting the societies from their true role of assisting 
and guiding the poorer classes. This complaint may or may not be 
well founded ; the desire for profits does bring about exactly such 
results in general, and there is a very strong feeling among the 
promoters of Mutual societies that dividends other than fixed^ and 
wages depending on dividends, are a mistake j fixed interest and, if 
necessary, moderate honoraria for expenses out of pocket, are 
recommended, 
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Now it is curious that in the earliest societies of STadrae ( 1852 ) 
directors did give their seiwices gratuitously ; the objects of the 
Funds were declared to be ^‘mutual benefit/' and the most enlightened 
and public spirited of the members undertook the promotion and 
direction of these societies for the public good without reward save 
that of their conscience. It is now made expressly an item of 
complaint that a struggle for profits and stipends has replaced the old 
philanthropic public-spirted sense of devotion ; that the emoluments 
of directors have been, hitherto, steadily on the increase, while the 
posts themselves have become the objects of scramble and intrigue, 
votes being even purchased, it is said, from the ignorant mass of 
members j some assert that the class of directors is deteriorating as, 
indeed, is probable if office is to be chaffered for. If it is argued 
that men require pay for increaswl work, it is replied that by far the 
most arduous work was done in founding and nursing the societies at 
their start, not in the mere carrying on of a somewhat greater volume 
of business • that the later history of the Nidhis does not show a 
better class of work than the older, while, in fact, the paid directors 
have often shown the grossest negligence and incapacity. One large 
and flourishing society, in fact, though already directed at very low 
rates, has proposed to abolish directors' fees with the express intention 
of stopping this divergence from the "mutual" path • the proposal 
has, however, not been carried • another large society has reduced it 
directors' fees by one-thiid. These facts indicate a growing perception 
that the initiative idea of the societies has been departed from. It 
may be useful here to point to Europe where, as in the Popular and 
Savinge banks of Italy, especially, Milan, or as in the great Trustee 
Savings banks and Friendly societies of England, or the Building 
societies of the United States, an enormous mass of high class work 
is done without a thought of pecuniary reward by men of great 
ability and of engrossing private business, who yet give freely of 
their scanty leisure. 

Directors are responsible for all money belonging to the share 
hdders, but only occasionally is security demanded from them either 
direct or in the shape of inalienable shares as is invariably the case in 
Europe, where every director and permanent auditor (oenseur) 
must hold a number of paid-up shares, which are inalienable, are 
specially marked in evidence of this, and are deposited in the company's 
safe. Only the above-mentioned bank has such a rule| in that, 
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each director/ though working gratuitously, is bound to hold twenty 
paid*up shares, value Rs 1,000, on which he cannot borrow • the 
secretary (or manager) must similarly hold 100 shares, value Rs 6,000 ; 
which are held by the society as security ; the treasurer holds shares 
and has given other security for Rs. 5,000. Some Nidhis require a 
certain number of shares as a qualification for the directorate, but 
there is nothing in the rules to j)rcvent such directors from borrowing 
on such shares. 

There does not appear to be any rule, as is general in Germany 
and Italy, against directors borrowing from the society • in one Nidhi 
the directors may not borrow upon the shares held by them as 
a necessary condition of office. In the Building societies of England 
and America (with exceptions, e. </., California) and the Nidhis of 
Madras, the directors have all the rights of ordinary members, whereas 
in the (yo-operative banks of Continental Europe, their position is 
gonefally held to entail many duties and responsibilities and to debar 
them from the privileges of enulit, except under special safeguards. 

Audi/ on , — In most Nidhis audit is, of course, very simjde matter, 
but the larger ones, with thousands of transactions to the value of 
lakhs of rupees, require most careful auditing. It is usual for the 
rules to provide permanent as well as special auditors ; the former are 
appointed for a year or term of years, the latter annually ; the former 
are intended to scrutinize the accounts and securities vety frequently, 
viz., daily, twice a week, weekly, monthly, &c., according to the 
Nidhi ; the latter conducts the usual annual examination. Some 
Nidhis adopt the plan of disallowing any director from being an 
auditor ; in others, the permanent auditor is always a director or 
member of the managing committee. 

Funds. — These proceed from the subscriptions of members chiefly, 
and to a small degree from deposits ; the Nidhis do not borrow 
except by deposits. In one society, which, however, resembles an 
ordinary bank, there is a capital composed partly of foundation 
shares, fully paid-up, and partly of the ordinary subscription shares. 

The funds derived from shares are, of course, limited to the amount 
declared by the statutes of the society. These shares liave two 
objects : (1) they are methods of saving and are investments ; (2) they 
are means for {a) obtaining, and {h) paying off, a loan. 

As investments these shares are very good ; the lowest fixed 
interest generally given is 6i per cent., viz,, 1 pie per month per 
46 
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rupee paid up. To this, however, may be added additional profits 
which in certain Funds amount to about 8 annas j)er share per 
annum, equal to nearly IJ }>er cent, equated upon the average amount 
at credit during a term j hence a saving subscriber gets about 7i per 
cent. ])er annum on his savings. These shares prove, therefore, good, 
and, if the rules are observed, a perfectly safe investment. 

Their chief function in this country is, however, that of 
obtaining and repaying loans ; as a rule only members can obtain 
a loan, and to become a member a man must take one or 
more shares, every loan must be a multiple of the share value, ^.y,, 
if the mafured share value be Es. 100 and the Joan be Rs. 500, the 
borrower must take five shares ; the loan is then repaid by the simple 
process of regularly paying his ordinary monthly subscri])tions, plus 
interest. It is in this insensible and gradual method of repayment 
that one imjx)rtant/ advantage of the Nidhis resides. 

Deposits . — These are generally receivable up to an ordinary 
maximum of Rs. 6,000 for any one account, the minimum varying 
from Rs. 25. In some cases they are repayable at call, but this is 
rare ; notice of fifteen days to one month is usually necessary ; 
cheques are not generally in use, but a form of demand with the 
pass-book as in Savings banks. Repayment of dejx)sits must, by the 
rules, take precedence of all other demands for funds, so that on a heavy 
run loans would be impossible for a considerable period. In some 
Nidhis only fixed term deposits for three, six and twelve months are 
received. Some Nidhis only accept deposits from shareholders ; 
jfonerally, however, they are taken from any person offering. In some 
Funds directors are bound to or do lend under the name of deposits 
whenever the Fund is in need of ready money to pay off matured 
shares, or to meet demands for good loans. Genemlly speaking, 
deposits in the mofussil are made in large sums by a few people ; 
they are not the petty deposits of the masses ; in some Nidhis a 
minimum, e.g.^ Rs. 25 is prescribed for each in payment. It is, 
however, said that these deposits are in many cases made by money- 
lenders ; not necessarily professional lenders, but persons who have 
Itccumulated or inherited money and utilize it in lending on good 
security. Some join as directors and deposit funds in order to 
develop business, so as to obtain profits without individual risks and 
trouble ; others are mere depositors. The connection of money-lenders, 
at feast of this class, with the Funds is noteworthy, especially as so 
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much of rural money-lending in this presidency is by the moneyed 
classes rather than by Marwaris. Interest varies according to term 
and bank ; 5 per cent, for ordinary deposits, 6 or for twelve 
months deposits, are moderate rates, and 7 1 per cent, is not 
uncommon; in some societies three months’ deposits get 6 per cent, 
and twelve months’ deposits, 9 per cent. In one society charitable 
deposits get 10 i percent. The ratio of deposits to capital is usually 
small ; the highest proportion, with one exception, is one-fourth of the 
nominal capital ; in many cases it is not above one-tenth to one- 
thirtieth or even a much smaller fraction of the cajntal. No limit 
to the aggregate amount of deposits is generally imposed by the 
rules ; in one Madras case the deposits are three times the amount of 
paid-up capital, but this is not an ordinary Nidhi, and is purely European 
or Eurasian. The small proportion of deposits, considering the very 
good^interest paid and the apparent demand for loans is remarkable. 

No special security is offered for deposits ; the status of the 
society the reserve, and any amount still due upon the 

shares, are the direct guarantees ; this latter approaches zero as the 
shares approach maturity, and where a whole series simultaneously 
matures, deposits have to be attracted by high interest. Deposits are 
more readily attracted to societies which lend chiefly on mortgages 
rather than on pei*sonal security ; depositors consider such a Fund 
more solidly established and less risky than those where loans on 
personal security are the chief feature, while the deposits themselves, 
being lent on good mortgages, are unlikely to be finally lost. It is 
probably the absence of material and solid guarantees for the repayment 
of deposits which prevents their inflow ; the interest is far higher than 
that of Government paper, and the directors of the bank are locally 
well known ; high interest is evidently insufficient per se to attract 
deposits. It is also certain that with substantial and permanent 
reserve and other guaiantees, d^sits would be attracted not only in 
larger quantity but at cheaper rates ; with Government paper below 
4* per oent., it is difficult to believe that 6 to 7 i per cent, is necessaiy 
in Funds, if well managed, supervised, and guaranteed. A small loss 
of interest on a good reserve would be far more than recouped by 
cheap deposits. Another reason for paucity and dearness of deposits 
is the necessary delay in repayments. 

The smallness and dearness of deposits, the want of definite 
security for them, the difficulty of repayment in case of a run, and 
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the disorganization of loan operations when deposits are withdrawn, 
are among the weak points of these societies. 

Ileaerve , — This is generally provided for in the rules by an allotment 
of from one thirty-second of the net profits after deducting all dues to 
subscribers for repayment of principal and for guaranteed profits; sdeh 
allotment is usually trilling. It is also to provide by rule that this 
reserve shall be broken up and divided in whole or in part every three 
or four years ; on examining a large number of balance sheets, it is only 
occasionally that a reserve is ever mentioned, and^ where found, it is 
usually extremely small. Small as is the reserve at its maximum (usually 
only 1 or 2 per cent, of the capital), at certain periods it is either or 
infinitesimal. Moreover, the reserve is often laid out in charitable 
investments, probably for the deity or temple which gives its name to 
the fund ; that is not a legitimate use for a reserve. 

Frojils . — In Mutual Loan societies, such as the Nidhis, profits 
ought to be entirely subsidiary to the main purpose, viz, the cheapening 
of credit; profits are indeed a legitimate means of stimulating thrift, 
but must not become the chief aim of society, especially when all profits 
are provided solely by the borrowers and when directors and office- 
bearers, as such, take almost as large a share (usually seven-sixteenths) 
as the whole mass of subscribers. After jiroviding the fixed profits 
according to the rules, all other profits should be kept as low as possible, 
whereas in the report of certain Nidhis. the annual profit is from 10 to 
14 per cent ; part of this, of course, goes back to the borrowers, but the 
bulk is absorbed by non-borrowers, directors and office-bearers, and is 
.unduly high. This divergence from the true co-operative idea is the 
besetting temptation of Co-operative societies all over the world ; 
in Anienca one borrowing member furnishes the profits for three 
investing members and for himself ; in Madras the tendency is for thi-ee 
borrowing members to furnish relatively small profits for themselves 
and for one investing member, and relatively large profits for directors. 
There can be no doubt but that the men who start these Funds are 
not genemlly aware of their co-perative origin and development; 
co-operation in its modern sense is hardly known in this presidency, and 
the compulsory registration of the Funds under the Joint Stock 
Companies^ Act causes them to be looked upon simply as Joint Stock 
societies, where profits or investments are a principal object. In all 
correspondence and in public discussions, these Funds, as well as 
proposed Agricultural banks, are treated as joint-stock companies or 
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aggregations of shares rather than as associations of members 
co-operating for mutual relief. 

Profits arise in this presidency chiefly from an uuusual source, vizy 
the unpunctualifcy of the members. 

Profit, in fact, is generally obtained from fines, entrance fees and 
minor payments and from profits on withdrawals. 

Loam . — The money raised by subscriptions or by deposits is lent 
out chiefly to members ; in Madras city j>ersonal security is, in some 
cases, accepted, but generally only good mortgages and pledges of 
jewellery or Government paper. In the mofussil, on the contrary, 
personal security is more cummou than mortgages, which in some of 
the largest Nidhis are either expressly excluded, or obttiin but a small 
percentage of tlie loans, and then only with the addition of a personal 
surety. The reasons assigned for this difference will be seen 
immediately ; and afford much ground for thought ; briefly and chiefly 
they are that in Madras personal security is shunned because of 
jHjrsonal distrust due to a prevalence of fraudulent practices, and to the 
facilities for bankruptcy, while mortgages arc favoured because of a 
good system of title and of ease in recovery of debts ; in the mofussil, 
mortgages are avoided because of difficulties of title and the effect of 
the Revenue law for the recovery of arrears, while personal security is 
accepted because mutual confidence exists between members residing in 
the same village or town, and intimately known as neighbours. It is, 
however, curious that even in mofussil Nidhis, mortgages take rank 
prior to personal security in the sequence of preference, and are 
granted at lower interest ; this is due either to the fact that the rules 
are borrowed direct from Madras, or to an opinion that mortgages 
per se are safer than personal security j if it is the latter, it follows that 
mortgages are not largely accepted because of the difficulties of title 
and encumbrances. 

The commercial bill is not in use as a method of credit ; the cash 
credit is also absent. 

These loans are granted in the usual way, needing no description ; 
there is a committee to receive applications, valuers and appraisers and 
a decision. Loans are granted to about half or three-quaiiers of the 
estimated value of the property, if mortgages ; to a somewhat higher 
value, if pledges. 

Securities are various, vtZy paid-up or partly paid-up shares* jewels* 
Government paper, land and house prope >iy and personal secuiil^, 
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preference being given in Madras city in the order named. In 
Madras city mere personal security is strongly objected to and 
in fact generally refused ; it was deliberately stated in two large 
societies, that in that city it is not safe, owing to the facilities for 
bankruptcy ; no respectable person, it was said, will stand security 
except for very short periods (three months) since the habit of evading 
debt has grown up. In the margin of the rules of a large bank 
which has collapsed, there is a pencil note by a director that the ruin 
of the bank was due to loans on personal security. This is a 
very unsatisfactory condition, but in rural parts this want of 
confidence, these breaches of faith, do not exist to a material 
degree. 

The method of repayment is that of the Building societies ; suppose 
a man has one share payable in eighty-four months at Ee. 1 per month; 
a loan is granted to him for Rs. 100 upon mortgage of a house worth, 
perhaps, Es. 150 ; this loan he repays simply by his ordinary monthly 
instalments of Ee. 1 interest; at the end of the eighty-four 
months from the date of his entering the society, his share will, 
as usual, be worth Es, 10^-8, and his debt is therefore wiped 
off. If his loan is for Es. 500 he must take five shares. Hence he 
is able to pay off his debt by small monthly fractions — a very useful 
plan to those who get mojithly pay. 

Method of allotting Loans . — Since nearly every member — at least 
three out of four— of an ordinary Nidhi wishes to borrow, there is 
much competition for loans. Most of the Nidliis seem to grant loans 
according to priority of application ; a list is made, and members get 
loans in turn, some Nidhis give directors power in case of pressing 
need to allot out of turn. It is hardly necessary to remark upon the 
possible results ; the winding-up reports show that officers' and 
directors' friends are apt to obtain priority, and it is conceivable that 
if much }X)wer is left to a secretary or ill-paid manager, those who 
obtain his favour in any way, obtain undue priority. Moreover, with 
the limited funds at disposal, those who are in the greatest need, must 
frequently fail to get a loan in time to be of use. 

Some few Nidhis consequently adoj^t the auction premium plan, 
usually that in which the bidder offers a premium of so many rupees 
for the loan, the highest bidder wins and the premimn is deducted 
from the amount of the loan, with the full amount of which he is, of 
oourse, debited. 
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Some adopt the so-called 'ballot^ system, this simply decides the 
question by lot. At first sight it would seem the best method as 
avoiding favouritism and the cost of premiums, but it has been largely 
abandoned in America in favour of the auction system, and the new 
English Bill of 1893 expressly forbids it in all new societies, because, 
apjjarently persons join societies merely to gamble for the lots, which, 
if they win, they sell at a high price to those in need, thus realizing a 
heavy profit which should have gone to the society ; in fact a society 
seems to be often formed by a ring of speculators who gamble for the 
subscriptions and share the profits. 

Interest. — The interest in many Nidhis is high ; in some it n^priwa 
faciej unnecessarily high, but it must be remembered, in comparing 
rates with those of money-lenders, (1) that all dealings are, in theory 
at least, regular and clear and open to complete inspection and audit, 
('-i) that in loans payable by instalments counter-interest at the same 
rate Is allowed on all instalments, while soivcarSf sjx'cial ly under the 
'kanthu'' system, allow no int-erest on instalments, (3) that all 
borrowers of regular loans are necessarily subscribers who share in the 
profits of the Nidhi, and thereby obtained a further set off against 
the cost of their loans. For example, a loan of Rs. 100 is gmnted 
at CJ per cent, repayable in eighty-four months (seven years) by 
monthly instalments of Re. 1 each ; in these seven years the borrower 
will have paid as interest (6}x7) Rs. 43-12. But since he has 
repaid his loan by the usual subscription of 1 rupee per month, on 
which interest at 1 pie per rupee per month (6J per cent, per annum) 
is allowed, he will be credited with pies, equal to Rs. 18-9-6 : 

hence for the accommodation of a lump sum of Rs. 100 repayable by 
monthly instalments over seven years, he has paid about Rs. 25, if 
interest upon interest is neglected. From this again is deducted his 
share of the additional profits'^ due to him as a member. 

Lorn values . — The maximum value of loans to a single person is 
practically fixed by the number of shares he may hold, since each 
share is for Rs. 60 or Rs, 1 00, and fifty shares is the general 
maximum to be held by one man ; Rs. 2,500 or Rs. 5,000 is the 
maximum loan. The minimum varies from R^, 6 upwards, lire 
small loans are usually the special ' small lot * loans bearing high interest 
and for short terms ; regular loans are not of less value than one share. 

Purpose of Loans . — This is stated generally as for payment of 
prior debte, purchase, building or repair of houses, purchase of lands, 
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trade, marriages and payment of assessment ; usually the order stated 
is that given above, and the last-named is only mentioned by one 
Nidhi. In a very few cases is the improvement of lands (digging of 
wells) mentioned but the purchase of lands and of cattle are 
occasionally stated, the redemption of prior debt is common, and in 
some eases the repayment of a Government loan is mentioned, 
probably when a loan has been called in for breach of conditions. It 
is to be remembered that nearly all these Nidhis are in towns, mostly 
large ones ; hence, agriculture is seldom represented, and the 
Government assessments are those due by considerable and absentee 
proprietors. Nearly all Nidhis expressly state that they do not 
interest themselves in the purpose for which the loan is required, they 
look only to the security, this seems to be universal. Even when the 
form of application contains a query as to the ])urpose for which the 
loan is required, it is merely put to guard against any objection by 
third parties that the loan was granted otherwise than for useful 
family purposes, or it is, rarely, a relic of a past attem])t at control ; 
two Madras societies stated that this control was once customary, and 
that formerly loans were only granted by instalments, after ascertaining 
that the money had been used for the s])ecifiod purpose, probably 
house-building. This practice seems to have generally died out, and 
was only intended to safeguard the security given to the Nidhi, as for 
instance, when money was granted for repairing a house which was 
the security for the loan. In this matter the Nidhis have adopted 
the ordinary commercial practice and fall short of the true co-operative 
principle of the guided, guarded and controlled use of credit ; it is the 
influence of the society on its members towards prudence and 
productive borrowing which is one chief function of the German and 
Italian Credit Unions, a function entirely missed by societies which care 
only for the security of their money and the due return of profits. 

Government intervention . — All societies have to be registered in the 
office of the Registrar for Joint Stock Companies ; they obtain 
incorporation by this registration and fall under the operation of 
the Act. The duties of the Registrar are simply those of 
registration, the examination of the articles, the issue of a 
certificate of incorporation, the registration of any changes, the 
levying of certain fees, the grant of inspection of documents and of 
c^ies, and the writing of an annual report, which, however, is not 
intended to be more than a skeleton of bare facts. District Magistrates 
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have recently been required to make or cause to be made an annual 
inspection of the offices of the companies within their jurisdictions and 
a report on the same : the matters for inspection are simply those of 
sections 63, 65, and 69 of the Act relating to the establishment of a 
registered office, the affixing of a signboard, the use of a proper seal 
and designation on all documents, and the placing in public view of a 
certain statement in the Fund office ; they should also, in districts 
where Nidhis are numerous make widely known, probably through their 
District Gazette, the provisions of sections 82-85 of the Act, relative 
to the appointment by Government of special inspectors for particular 
companies on good cause shown by a certain proportion of 
the members. 

The only other Government intervention is that of the receipt 
of direct taxes under tlio Income-tax Act and Municipal Act (if in 
Municipalities), of fees at the registration of a society or of subsequent 
documents, &c., and of indirect taxes in the form of the usual stamp 
duties and fees for the registration of documents. 

Use made of the Loans . — A very large number have been used 
in house-building, showing that the Nidhis till a position similar to 
that of English and American Building societies. The payment of 
ohl debts is very frequent, marriage expenses are a eo])siderable item, 
as also land })iiix3hase, land improvement and well-digging are very 
rare. It is stated by most Nidhis that the grant of diieap loans has 
done much for the help of the members, but the want of funds is 
frequently mentioned as a reason for not doing much more. Several 
Nidhis, especially in the Ceded Districts, state expressly that many 
of their members have, by joining the Nidhi, ^^bf3en relieved from 
the clutches of the money-lender,^^ and personal enquiry on the spot 
amply confirms this. 

Results upon members . — It is asserted that habits of thrift, 
foresight, business, punctuality, public spirit have been aroused and 
strengthened : this is probable. On the other hand, very experienced 
men consider that cheap money has often begotten unthrift and 
extravagance, and they consider that ^o attain their full measure of 
usefulness, the Nidhis should control, in some measure, the purposes 
to which credit is put. This corresponds with the opinion and 
practice of the best European authorities and may be taken as 
axiomatic ; it is not merely cheap credit, but controlled credit that 
Nidhis should supply. Of what benefit is it to a man that he oan . 
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borrow Rs. 1,000 for a marna^e on no higher terms than Rs. 500 
formerly, if it merely leads him to borrow and spend accordingly ? 
'‘Lightly (lome^ h,i?htly go,’^ is but the record of experience. Nor is 
it less embarrassing to owe a bank Rs. 1,000 than a sowcar Rs. 500, 
in case, indeed, of the borrower^s death, it may be much more so, 
from its greater amount. 

irnjHinetuality is much complained of, especially in the case of 
members who do not draw regular monthly incomes; this is but 
natural, and is found in Europe and the United States also, among 
the non-wage earners, such as peasants, sho])keepers, &c. This fact 
points to the need for an adaptation of the system to such classes ; it is 
a piori impossible that societies started for and by official and other 
stipendiary classes, should suit those whose incomes arc of uncertain 
date or accrue only at certain seasons. Out of seventy societies 
taken at random, of which the winding-up reports were analysed, no 
less than forty-two failed solely or chiefly because of arrears ; both 
benefited and non-benefited subscribers made default, but specially 
the former. 

It seems that punctuality is in India the hardest to learn of all 
business lessons, and, as has been stated, it is probable that 
unpunctuality is connived at, if not encouraged, by reason of the 
heavy penal interest which results ; in one Nidhi three-tenths of the 
income was from fines ; in another and very large one the net profits, 
after deducting guaranteed interest, were practically obtained from 
this source. Here then is another result of the greed for dividends ; 
"if these were fixed and all surplus went to a reserve or to works of 
utility, it would no longer be the interest of managers to allow 
unpunctuality, and the Funds would serve the great purpose of 
instilling the virtue of punctuality into an unpunctual clientele. 

AdvantaffeSy actual or possible . — These will have been understood 
from the foregoing sketch ; they are the introduction of co-operative 
principles and habits, the stimulation of thrift and providence, the 
inculcation of business habits and punctuality, the cheapening of 
credit, the insuring, so long as the rules are observed, that the 
'members will, if non-borrowers, get back their money with interest, 
and if borrowers, that they are secure from all annoyance so long as 
they pay their dues punctually, and that all dues will be rightly 
credited to their accounts ; business is extended by cheapening loans, 
and not by entrapping the unwary and ignorant, profits are to be 
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sought by the development of cheap credit and not by squeezing the 
individual debtor ; the interest of all members, but especially of 
borrowers, is, or should be, the primary aim of the directors, and not the 
development of large profits for the benefit of the directorate and the 
non-borrowers. Small savings are duly cared for and receive interest 
higher than can be obtained in the Savings bank ; sums nearly as small 
as savings deposits are received with the educative benefit of com])ulsory 
regularity ; petty ea[)ital is retained in the noighbourhood in 
which it is saved, and utilized in sUu ; societies and borrowers arc in 
immediate contact, so that the expenses of enquiry and insurance 
against risks are reduced to a minimum ; debts are repaid by a series 
of small equal instalments, so that, while the borrower repays with 
ease, the society can recover in the Village Court, and its security 
increases in proportion as the debt is repaid ; all payments are 
recorded in the member’s pass-book so that he can note the amount 
at his credit, or the balance which he owes at any moment ; 
the accounts of the society are, to a certain extent, published, and 
audit is not only possible but general. 

Such are some of the possible benefits of the Nidhi system and 
many of these are realized in daily ])ractice, nor is there the slightest 
room for doubt that these societies, whenever they have been properly 
worked and supervised, have been of very great benefit to their 
members in so far as regards the grant of fairly cheap credit, easy 
methods of repayment, and genuine accounts ; it is needless to 
contrast these advantages with the conditions of private lending. 

Recommendations. 

It remains to consider what form of institution is best adapted 
in this presidency for rural credit, the difficulties in the way of the 
banks, and the best means of promoting them and their well-being. 
The postulates of credit /’/xr., proximity, the security of the lender, 
and facility and safety to the borrower, will be assumed, as also 
the coiTectness of the axiom that credit must be based on thrift, that is, 
that the thrift of lenders shall provide the funds for the use of 
thrifty borrowers, 

The form of the hanks . — No central bank, not even a district bank, 
can satisfy the conditions of facility’ and ^proximity’ when the 
borrowers are the village folk, the great mass of whom hold lands 
assessed at less than Es. 30, ‘nor can they look at rural credit business 
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When the loans are, as in this presidency, the petty loans evidenced 
by registration, court and other statistics. The vast bulk of all 
loans are below Rs. 50 ; even mortgages below Rs. 100 number half 
the total mortgages and average only R«. 44 ; the records of the civil 

courts tell the same tale, since, in this presidency, for 1893 no less 
Uian 59’4 per cent, of all suite, exclusive of those in village courts, 
were for sums below Rs. 50 including the interest claimed; if 
village courts are included, the proportion is 68’9 per cent. Ao.ain 

includmg village courts which tried (51,000 suite, the percentagt of 
all suite below Rs. 20 was 45-25 iier cent., so that nearly half of all 
suite were below Rs. 20. This being so, it is clearly aseless for anv 
bank outride a very small cii-cle to think of supplying the country-side 
with the credit it needs. Nor is it conceivable that the borrower 
could obtain from such a bank either facile, chea], or safe credit the 
expenses of enquiry, the risks of loss on petty loans to unknown 
persons, would preclude facility, while the element of safety, would be 
largely wanting, since ‘safety’ requires that the destination of the 

loan shall be a productive one, that it shall be used in production or 
towards economy, and that money shall only be borrowed for such 
purpose. Credit banks cannot and do not enquire into the purpose 
of a loan provided the security is sufficient, whereas it is of the essence 
of village credit that the lending institution shall be a powerful aid to 

the borrower in cheeking extravagance and in suggesting useful 
outlay. 

Nor is it possible that State banks should satisfy the need for 
. rural credit. Still less than Central banks can they satisfy proximity • 
their agents indeed may be amongst the jieople, but a paid agent k 
mere y a machine to pay out, to receive, and to enforce hard and fast 
rules ; the loans might be made secure to the lender, but solely by 
the overwhelming powers reserved by the State creditor, while the 
satety of the borrower, except as regards loans similar to those 
under the Land Improvement and Agriculturists Loans Acte 
would fail of being met, since the State can hardly influence the' 
individual in the matter of prudence in his individual actions. 
The borrower need not be thrifty, nor would the loan proceed 
from voluntery savings but from the national faxes, unless 
die State , deliberately utihzed the funds of the Savings banks 
msuch loans. But it is diflicult to see how the State could ensuro 
toat ite loans should be granted only to thrifty persons and for 
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productive use, unless they were limited, as now, to improvement 
loans ; this, however, is not what is meant by ‘rural credit/ There 
are, further, overwhelming objections to general State credit; such 
are the enormous amount of necessary business with the consquent 
abnormal development of a bureaucratic agency which, liypothen 
would interfere in the daily affairs of every man’s life, the gigantic 
sums required for tlie supply of general credit ; the development of 
the habit of leaning u[)on the SUte, and of identifying it with the 
prosperity and misfortune of the people, a tendency to regard the 
State creditor as a money-lender, who, es])ceially under the popular 
delusion of the State’s illimitable wealth, could bear to lose individual 
debts; the odium attached to the State as enforcing, as it would be 
bound to enfore, rigid punctuality and complete repayment of dues ; 
the political objc'ctions to a State assuming the position of general 
creditor with tfic consequent temptation hy its debtors to general 
repudiation ; the interference with jnivatc trade and the stifling of 
all efforts at self-hel]>. 

Central banks and State banks being thus found objectionable, it 
follows that what will be chiefly required for the credit work of the 

Madras districts, are small, local, locally wovkcil iiistituUons on the 
lines of the European village institutions; it is Village banks, not 
District or even Taluk banks, that are required. It does not a])pcar 
probable that institutions like the great Scobh banks will ever arise 
to send out their thousand branches and agencies into every village ; 
the genius of the pcoph^ and the absence of a note circulation by banks 
seem to rule out this |>ossibility. In the absence of great institutions 
with the peculiar ability of the Scotch hanks, the only alternative 
is the local Village bank which satisfies the postulates of proximity, 
security, and facility, and, in one form or another, is found in 
thousands of instances in Europe and America ; such are the small 
Swiss joint stock banks, the Popular banks and Loan societies, the 
Savings banks, Building societies, Positxis, &c. In one form, moreover, 
vi^., that of the co-operative Village bank, it satisfies the final 
postulate of true credit, viz., that of ‘ safety ’ to the borrower. 

The decisive advantages of Village banks are as follows 
(1) their absolute proximity to the borrower, (2) their ability to 
excite local confidence and consequently to draw in local capital, 
(S) their exact knowledge of their clients and their influence over 

them as co-villagers^; their consequent ability to prevent fra^^ and to 
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dispense with searches in Registration offices ; (4) their power of 
making the smallest loans and of undertaking operations, however 
petty, in consonance with village custom and individual needs ; in 
fact, of giving pufarence to small business ; (5) their ability to dispense 
with any prior general liquidation of debts such as has been demanded 
as a preliminary to the establishment even of Taluk banks, they 
would ascertain in each case the borrower’s prior debts, arbitrate with 
the creditor for a favourable settlement for cash down, pay down the 
sum settled, and accept the debt as due to themselves ; (G) their 
ability to work cheai)ly, almost gratuitously, and thus to provide cheap 
credit ; (7) their retention of local capital and of all prollts thereon 
within the village, and, in the case of co-operative societies, their 
retention of all profits for the members and borrowers ; (8) their 
ability to act as agents and brokers for their members in the sale of 
produce and purchase of necessaries ; (9) their capacity of acting as 
village granaries, lending grain for maintenance and seed in ordinary 
years from their own resources, and, in times of distress, from those 
resources supplemented by Slate or other grants ; (10) their ability to 
act as intermediaries between the State and the individual, whether in 
matters of loans for land improvements, cattle, &c., or in other 
agricultural or industrial developments, or in times of seasonal stress ; 
(11) their power of influencing borrowers towards the true use of 
credit, and of watching the utilization of loans in accordance with 
contract; (12) their ability to prevent fraudulent defaults and 
collusive sales of property, and, in cases of default, to utilize 
advantageously the small properties accepted as securities for loans ; 
(13) their tendency — in the case of Co-operative banks — to group 
themselves into unions for mutual development, instruction, inspection, 
and audit ; ( 1 4) their steady, educative influence in matters of thrift, 
association, and self-help by their continuous presence in the village, 
by their continuous object lessons, and by their frequent, though 
4 miall^ calls upon the activity, thought, and service of their members ; 
(15) their tendency to develop high forms both of individual capacity, 
of public life, and of national character. 

These village banks, then, may assume several forms ; they may, 
as Joint Stock banks, imitate the ^ minuscules societies anonymes par 
actions '’•—the tiny joint stock banks — of Switzerland, with their 
' little knot of capitalists and their share capital of a few hundred 
pounds, they may possibly assume the form of the State aided 
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Communal banks of Alsace-Lorraine, they may be Savings banks in 
origin, dealing in credit merely as a mode of placing their funds either 
directly to borrowers or indirectly through loans to credit banks ; 
they may be Nidhis either of the present or of a developed typo, 
developed in their power of safely attracting capital, and of giving 
long-term loans ; they may be village granaries storing surplus grain 
at harvest, and lending it out among the ryots for seed in the 
cultivation season, they may be Agricultural .associations with credit 
annexes, a most desirable form of iu'^titution, or finally, and most 
d(‘sirably, they may be true co-operative societies and banks, 
opcrjiting through, for, and upon, the members, stimulating and 
collecting their savings, calling forth habits of thrift, economy, and 
j)rudence, guiding their outlay into productive channels, giving them 
credit for productive and useful purjwses, promoting co-operative 
dealings in sale or purchase, and stimulating activity, union and 
associated action among the too isolated units of village life. 



{Exiracls from the Bepori hy Mr, J. B, Cahill on Agriculinral Credit 

and Jgricnltural Co-operation in Germany, Cd. 6026 of 1913.] 

MORTGAGE (LONG-TERM) CREDIT. 

In the number and variety of the agencies throug’h which they can 
obtain long-term mortgage credit on relatively easy conditions, land- 
owners in Germany, both large and small, enjoy signal advantages as 
compared with the corresponding classes in this country. Setting aside 
for the moment the Joint Stock Mortgage Ihinks, the whole of these 
agencies are in the nature of governmental, non-profit seeking 
institutions — using the word governmentaVMn a sense that would 
comprise tlie State, provincial, district, munici])al (or communal) 
authority as well as those corporations of landowners which rank as 
public bodies. The various agencies may be divided into three main 
classes according to the pui’poses for which t.hoir loans are granted. In 
the first class there are four groups of iutitutions, namely, the Land 
Mortgage Credit Associations ( LaiaMaCen) , the State, Provincial, 
and District Mortgage Credit Banks, the Joint Stock Mortgage 
Banks, and the Savings Banks, all of which grant mortgage credit 
without requiring, in ordinary circumstances, any declaration as to 
the purix)se of the loan. Tlie second group comprises the Land 
Improvement Funds, the Land Improvement Annuity Banks, the 
Provincial Aid Banks, and the Imperial Insurance Institutions, all of 
which grant loans mainly for specific land improvement or building 
undertakings. The third group is that of the Rent Charge Banks, 
which are concerned with loans in connexion mth the creation and 
equipment of small holdings. 

By far the most important class is the first : at the present time 
the total value of the outstanding loans granted on landed properties 
'by the institutions comprised in it approaches £400,000,000. The 
Land Mortgage Credit Associations and the Savings Banks are 
r^epresented in this total by about £170,000,000 each.^ With the 
exception of the Savings Banks and of the relatively unimportant 
Prussian Land Improvement Funds, all these mortgage credit 
organisations obtain funds mainly (when not exclusively) by the issue 
of land mortgage bonds. Thus the .i&erman landowner, by virtue of 
his: institutional mortgage credit, is enabled to mobilise, as it were. 
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a Kigh projfertion of the value of his landed property by the creation 
of bonds that flow into the general system of securities, so that 
instead of only being able, like the English landowner, to provide an 
individual mortgage security of very limited currency, he possesses 
facilities for converting a mortgage charge into a security realisable 
at any time in the general market. 

The Land Mortgage Credit Associationsj — twenty-three in number, 
of which six were founded in the period 1770-1790, and the remainder 
between 1825 and 1896, are associations of borrowers for the purpose 
of procuring loans by the issue of bonds secured by the collective 
mortgage charges registered against their landed proi)erties. These 
bonds are not secured by specific mortgage charges, but by the body 
of mortgage charges of eacli particular association, supplemented 
by its reserves and the accumulated sinking fund payments of 
mortgagors, They are non -profit-seeking organisations, and, except 
in two cases, they possess no share capital. The Prussian Associations 
limit their operations to a single Province, extending them occasionally 
over portions of an adjoining Province or State ; the areas of the 
non- Prussian Associations coincide with those of their respective 
S^tes. 

These associations rank as public corporations (in Prussia their 
officials have a status similar to those employed by provincial 
authorities) ; they arc subject to State supervision through a Royal 
Commissioner, and their articles of association and regulations require 
the sanction of the Crown or the Minister of Agriculture. They 
possess certain special privileges, such as the authority to distrain 
* without having recourse to the ordinary civil procedure. They are 
administered by a Central Board, which includes at least one 
permanent salaried official who has passed the State examination 
qualifying for the office of , judge. This Board is subject to the control 
of a Committee or Council of Administration, and of a General 
Assembly, both elective bodies. Directors are also elected for. the 
chief divisions of the areas of the Associations and a further 
decentralisation is secured by the District Committees. 

A landowner becomes a member of an Association when such an 
Association acquires a mortgage on his land ; membership ceases wiUi 
the cancellation of the mortgage. Landowners living within the area 
covered by an Association and fulfilling the conditions imposed by its 
artieles of association, may not be refused loans^ and they may elaim 
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them up to the amount for which their estates after valuation furnish 
the security required by the particular regulations. The earliest 
Associations admitted to membership only large owners holding under 
specific tenures, but, especially within the last generation, and 
particularly as a result of the great Agrarian Conference of 1894, and 
the subsequent action of the Prussian Government, which urged the 
individual Associations to devote more attention to the needs of the 
smaller proprietors, small landowners have been brought within the 
range of eligibility. That quite small owners may now obtain loans 
is evidenced by the fact that one Association, lending up to half the 
value of estates on first mortgage, fixes the minimum loan at £15, 
some others fixing it at £25 ; at the end of 1911 one Association had 
loans ouistanding upon 284 properties of under 12 J acres, another 
gmiited (in 1911) 31 loans ujwn properties of less than 2^ acres, and 
1,480 loans on properties of over 2i acres, but not exceeding 25 acres. 
The maximum limit to the amount to be lent upon estates is fixed by 
most Prussian Associations at f ths or |rds of their value as a first 
mortgage charge, in the non-Prussian Associations one-half is the 
usual limit. 

The loans are, as a rule, made not in cash, but in bonds, which the 
borrower either realises independently, or takes to the Loan Bank’ of 
his Association (if such a Bank has been established), the latter selling 
them on his behalf or making him an advance on their security. 
Intending borrowers may choose the rate of interest to be paid, the 
rates most usually open to their choice being 3, 3i 4 and 4i, per cent. 
Bonds of various denominations are issued; there are bonds of £3 15«., 
£5, £7 10.?., £10, £15, £20, £25, and up to £150, some Associations 
issuing those of £250, and the Central Association those up to £500. 
These bonds, which are not redeemable by holders, have consistently 
Eiaintained a strong position in the market ; thus at the time of the 
Napoleonic wars, when Prussian 4 per cent, stock sank to 20^ Silesian 
land bonds never fell below 50. 

The loans granted by these Associations are not subject to recall ; 
the rate of interest is as moderate as possible, being closely related to 
the prevailing market rates for money, and canm^ * be raised, and 
while annual payments are required until at least a certain percentage 
of the capital debt has been accumulated in a sinking fund, repayment 
may be made by additional instalments at the mortgagors^ conveniemoet 
Costs arisimr in connection with valuation and nthAr nrAliminAW 



HtovisioN o? BokiMJ^iNfi pichaiEs* , 

exposes are kept as low as possible, and are often waived by the 
well-established Associations ; the necessary contributions towards the 
cost of administration of the Associations are, moreover, relatively 
inconsiderable, as the office holders, apart from the Syndics, usually 
give their services gratuitously. Proper consideration of loan 
applications is secured by the fact that these organisations are 
thoroughly conversant with agricultural conditions, and are 
in a position |to appraise the value of estates and the business 
capacity of owners through their local representatives, who 
are themselves agriculturists and members. Thi*ough these 
local representatives, who as members are directly interested in 
the Associations are also the good management of their Association, 
enabled to secure continuous supervision of the mortgaged security 
without incurring expense. 

Of the sixteen Mortgage Credit Batiks, which have been established 
for tlie whole of a StatCy Brovincey or District within a Province, and 
whose liabilities are guai’anteed by the public authority of such areas, 
only one, namely, that at Hanover, restricts its mortgage loans to 
those on rural property. The original purpose of many of these 
institutions was to assist medium and small landowners, by loans on 
reducible mortgages, to redeem burdens or servitudes which still 
attached to the possession of their holdings at the time when the 
emancipatory legislation declared such charges to be cojmniutable. 
They have lost this special character, and have all developed into 
institutions for mortgage and communal credit. The total of their 
outstanding loans amounts to about £100,000,000, of which half has 
been lent on mortgage security. Funds are mainly obtained by the 
issue of bonds, which are recognized as trustee securities, but working 
capital is also provided by deposits, payments by borrower into 
sinking fund accounts, accumulated funds, and grants or loans from 
the State or other authority concerned. The bonds of these Banks 
are, in most cases, redeemable by tbe banks themselves, (but not 1^ 
the holders) by drawings, but as a rule a certain period must elapse 
after the issue of bonds before a Bank may include them in a drawing# 
Most Banks pay their loans in cash, not in bonds, as in the case of 
flic Jjandseka/ten, 

Ihese banks have served in an especial manner the needs 
medium and small landowners, and afforded them facilities for obtaiii*' 
knr loans at moderate rates of interest, not subject to reoall, aMl* 
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repayable in small, fixed annual instalments (with jwwer to make 
additional repayments on giving notice of from three to six months). 
Sums as low as £15 are lent by at least six of these Banks ; and one 
Bank grants loans as small as £2 10s. The rates of interest usually 
range at the present time from 3 i to 4* per cent.; and there is, in 
addition, an annual charge for cost of administration (usually | to i 
per cent,). Sinking fund payments are compulsory in most cases, 
and the minimum amounts are variously fixed at I, | or 1 per cent. 
Repayment may be made by the presentation to a Bank of its bonds 
bearing the same rate of interest and the same nominal value as bonds 
issued to the mortgagor in respect of a loan. 

These Mortgage Credit Banks are usually exempted from stamp 
duties and court fees. They have also the advantage of the co-opera- 
tion of the local revenue authorities, or other public oflieials (e.ff., 
officials of public savings banks). Some banks appoint private 
persons resident in different parts of their areas as their agents, in 
order to be in a position to obtain further information with respect 
to borrowers. They are thus enabled not only to secure the necessary 
local information and supervision, but can also bring credit facilities 
within the convenient reach of farmers throughout their areas. It 
is worthy of notice that these Banks do not hesitate to endeavour to 
attract clients, whether borrowers or depositors, by advertisements in 
daily and other papers. 

There are in Germany 37 Joint Stock Mortgage Banks (excluding 
the Hessian State Joint Stock Mortgage Bank), which are commercial 
undertakings, constituted, in accordance with the Imperial Mortgage 
Bank Act of 1899, for the j)urpo8e of lending money on mortgage 
Becurity. Instead of being associations of borrowers, like the 
Landschaften, they are associations of lenders, which were largely 
modelled upon the Credit Fonder of France. The last-named was 
founded in 1852 ; of the 37 German Banks one was established in 
1858, 27 in the period 1862-73, and 8 in the period 1894-96. But, 
unlike the Credit Fonder y which possesses a monopoly for the whole 
of France, the German Mortgage Banks represent a decentralised 
system, in which any of the Banks is free to extend its business over 
the Empire. Their business has greatly developed : thus in 1880 
the total of their outstanding loans covered by mortgages on urban 
and rural property amounted to £77,385,000, in 1900 to £337,882,000 
and in 1911 to £554,870,000. 
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They fall into two classes — and Mortf^ajre Banks. 

The former, 29 in number, restrict their business to the following : 
loans on mortgage and issue of mortgage bonds ; the acquisition and 
sale of, and lending on, mortgage security; the grant of loans to public 
bodies and to light railway undertakings ; the ])urchase on commission 
of stocks and shares ; the collection of bills and cheques ; safe-de{)osit 
business, and the acceptance of deposits at interest. The ^Mnixed” 
banks engage in ordinary banking business, but speculative business 
is prohibited. 

All Joint Stock Mortgage Banks require the special authorisa- 
tion of the State ; and are subject to State supervision in every 
branch of their business, each Bank being assigned a Commissioner 
who, before any bond is issued, has to certify that it is duly covered, 
and who, jointly with the Bank, has the custody of all its books, 
documents and cash in hand. 

Only about 0 per cent. (£34,000,000) of the total mortgage 
loans outstanding at the end of 1911 were secured by mortgages on 
rural estates, and in 1909, 91 per cent, of the total loans outstanding 
on rural mortgages had been granted by one Prussian and seven 
Bavarian Banks. The Act requires that, in so far as bonds are 
issued upon the security of rural mortgages, half of the total amount 
of this class of loans, which are advanced by any Bank, must be 
made subject to annual sinking fund imymcnts of at least one*quarter 
per cent. ; the majority of Banks require such payments in respect 
of all their rural loans, and fix the minimum at one-half per cent. 
Rural mortgagors must be accorded the right to repay loans in whole 
or part before the stipulated period under the sinking fund scheme, 
and may only waive such right for a period not exceeding ten years 
from the date of loan. Moreover, although the annual payments 
on account of interest remain unchanged, regardless of the progres- 
sive diminution of the capital debt by payments to sinking fund, 
yet the interest falling upon the amounts credited to sinking funds 
is annually applicable to that fund. No agreement permitting a 
Bank to call in a loan is valid. Minimum loans are^fixed by some 
Banks— the Bank showing at present the largest total of rural loans 
fixes it at £60 ; and the maximum loans may not exceed three-fifths 
$o{ the ascertained value on first mortgage, or, .with the concurrence 
of the State concerned, two-thirds of such value. Loans must be 
paid in cash as a rule : payment in bonds is only permissible if the 
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articles of the Bank expressly permit it, and the borrower gives his 
assent. In the latter event specific authorisation must be entered 
in the contract for the borrower to repay in cash or in bonds of the 
Bank, at his discretion. Bonds of various denominations are issued, 
the minimum nominal value appears to be £5, and the maximum 
£250. In 1909, 58*48 per cent, of the value of the bonds bore 4 
\^r cent, and 39'65 per cent. per cent.; since that date bonds have 
been issued mainly at 4 per cent. Except in the case of six Bavaiian 
Mortgage Banks, these bonds are not recognized as trustee invest- 
ments, but almost without exception they are accepted as first class 
security by the Imperial Bank. Mortgage bonds may not be issued 
to an unlimited extent; pure Mortgage Banks may issue only up to 
15 times the amount of tlieir paid-up capital and reserves, unless 
previous to 1900 a Bank held the right to issue in excess of that 
multiple, when a maximum multiple of twenty is fixed. Mixed 
Mortgage Banks are limited to a lower multiple. Adequate publfcity 
is secured by statutory provision, every Mortgage Bank being obliged 
to publish, not later than in February and August of every calendar 
year, in the Official Gazette and in the news-papers selected for its 
regular advertisements, detailed statements showing its position. 

German Savings Banks are mortgage credit institutions of very 
great importance for farmers ; in 1910 their total investments in 
rural mortgages may be estimated at £170,000,000. At that date 
Prussian Savings Banks alone, out of the total of their invested 
funds, which amounted to £579,000,000, had £115,000,000 outstand- 
ing hn the security of rural property. They are pre-eminently, 
especially in Western Germany, the sources of mortgage credit for 
j^iall and medium farmers, whom they accommodated also at a time 
when no other mortgage instittitions were open to them ; and they 
now provide, in effect, nearly every district with a public mortgage 
Credit institution. 

There are no Post-Office savings banks in Germany, The great 
majority of public savings banks are institutions established, managed 
or supervised, ariS guaranteed by the communal, district, or urban 
authorities, apart from whom they do not exist as legal entities. 
At the end of 1910, there were 2,844 public savings banks in Germany 
(excluding Brunswick) with 7 ,404 branches or agencies, and 228 othet 
savings banks with 294 branches. The total deposits of all these 
httnks reached the substantial sum of £840,000,000 ; in pOO and 
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1900 the corresponding figures were ££57,000,000 and £1*42, 000, OpO, 
It may be noted in passing that the deposits of English savings banks, 
Post Office and other, did not amount in 1909 to 80 per cent, of the 
German total. While German public savings banks do not usually 
accept deposits of less than one shilling, the maximum deposits 
receivable in respect of any one account often reach a very high 
figure. In Prussia in 1909 there were 395 out of 1,50(5 public savings 
banks which fixed no limit, and for 291 banks the limit ranglwi from 
£500 to £2,500. As a result, these banks tend to be used as deposit 
banks by the well-to-do classes. Their attractiveness consists not 
only in the security afforded, but in the relatively high rate of interest 
paid. Being institutions indejiendent of a central authority they are 
not obliged to accord a rate of interest fixed for all savings banks, 
but can fix and vary their rates according to the local circumstances, 
Thus some find it necessary and profitable to pay or 4 per cent,, 
while others obtain ample dejiosits at 3 and 3J jier cent. The magni- 
tude of German savings bank deposits is also to be explained on 
other grounds. Although private banks, both large and small, are 
very numerous in Germany, great joint stock deposit banks have not 
as yet attained the same development as in the United Kingdom, 
where, at the end of 1910, the number of bmneh banks amounted 
to 7,151, whereas the total of branches, agencies and deposit offices of 
large lianks in Germany in 1911 amounted to about 1„200. Invest- 
ment by small capitalists in the shares of joint stock and limited 
liability companies being less easy owing to the fact that shares of 
the former may not be less than £50, or of the latter £25, their money 
is deflected to savings banks. Private insurance, so common as a 
form of investment of savings in England, does not appear to have 
developi'd to the same extent in Germany. 

The spread of communal and district banks, which servo more 
particularly the rural population, has been promoted by the Central 
Authorities, especially those responsible for agricultural matters, 
who have also constantly urged these banks to adapt their conditions 
of loan to suit the farming class. The special advant^e of these 
banks is that they provide fanners with a public mortgage credit 
institution in their immediate vicinity, and facilitate personal rela- 
tions between borrower and lender. As a consequence of its loea] 
knowledge a savings bank may generally dispense with a special 
valuation and its attendant costs, which, for a central credit institutimii. 
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might be out of proportion to the amount of loan. The cost 
of supervision is also saved. For the small farmer the procedure 
proves far simpler than when bonds have to be obtained and marketed, 
and other formalities satisfied as in the case of the Landschaften, 
Their disadvantages consist in a higher rate of interest, liability to a 
rise in the i*ate or to the recall of the loan, and the limited facilities 
for reducible mortgages. As to the rate of interest : in 1909 the 
predomffiant rate of interest payable on the bonds of the LandscJinffen 
was ixir cent., and on those of the State and Provincial Mortgage 
Credit Banks 81 and 4 per cent., and on those of the Joint Stock 
Mortgage Banks 4 and 8 J, whereas in the same year 85*5 per cent., 
of the mortgage loans made by the savings banks were at 4 per cent., 
and 55*09 per cent, at over 4 but not exceeding 5 per cent. Loans 
are liable to be recalled owing to the circiimstanee that savings banks 
must be in a position to realise their assei« if necessary at short notice ; 
and they reserve the right to raise the rate of interest in order not to 
be losers in the event of an increase in the rates paid for deposits 
rendering unremunerative a former rate fixed at a time when the 
deposit rate was lower. With respect to reducible mortgages there 
occurs the same difficulty of lending money for a longer period than 
that for which the lender has received it, but in recent years 
there has been a considerable increase in the volume of rural mortgage 
loans granted subject to sinking fund payments. In 1 909 nearly 
25 per cent, of the outstanding rural mortgage loans granted by 
Prussian savings limnks were granted on these conditions. 

Most savings banks restrict their Mortgage investments to 
property situate in their own or neighbouring districts, or lend less 
u|>on a property not within such limits ; and a Prussian Ministerial 
Ordpr enjoined that the lending of money on mortgage security 
outside the area of the bank should only be admissible when a fixed 
period of redemption is stipulated, and when such mortgages do not 
exceed the fourth jmrt of its total mortgage investments. Under 
present circumstances, the greater part of the money collected within 
the particular areas is thus devoted to investment within the same 
areaiB. Savings banks usually fix the limit of mortgage loans at from 
one-half up to two-thinls of the ascertained yalue of the property. 
Many banks, however, with a view to encouraging the creation of 
small holdings and allotments, are prepared to lend up to three- 
fourths or even five-sixths of the value ^f newly purchased'' holdingB , 
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situated within their district, provided that at least one-half per cent, 
of the capital is to be repaid annually ; in spedal circumstances this 
sinking fund payment may be waived for a period of two years. 

In most Prussian Provinces there are Land Improvement Funds 
or Land Improvement Annuity Banks, which form in fact branches 
of the provincial administration. They were founded as a result of 
the demand by agricultural organisations for the provision of credit 
for land improvement wliieh should be adequate in amount, not 
subject to recall, amortisable, and bearing moderate interest. In 
Saxony, Bavaria, Hesse, and Oldenburg, Land Improvement Annuity 
Banks also exist. But tliese institutions have not devcloj)ed any 
great volume of business, nor have loans been usually made to indivi- 
duals, except in Prussia, where, down to the end of 1908, £250,000 
out of £505,000 lent haxl been gi*au(ed to large landowners holding 
under family or other special settlements, and an additional £20,000 
to othbr landownei*s within the same period. In Bavaria and Saxony 
where these Banks show greater activity, the great bulk of the loans 
have gone to communal authorities for water supply and for local 
schemes of drainage and road construction. The Bavarian Legislature 
has recently (1908) extended the scope of the Bavarian Bank to the 
loan of money for pr omoting the production and supply of electric 
light and power, es])ecially in country districts, as well as the erection 
of dwellings for ruml and other work-jKiople and the sofctlement on 
the land of agricultural labourers ; and at the same time the limit 
of value of bonds (for which the State is guarantor) in i^iroulation was 
raised from £1,500,000 to £2,500,000. 

The Prussian Provincial Aid Banks grant credit mainly to bodies 
of' a public or semi-public character — to communes, unions 
communes {Kreise)^ school and ecclesiastical organisations, an 
co-operative societies, especially those for land iinpiovement. I 
two or three provinces, however, loans on mortgage security ai 
made rather extensively to individual owners. Like the Prussia 
Land Improvement Banks they are conducted as a department c 
the provincial government. 

Und^ a Prussian Act of 1850 seven Beni Charge Banks wei 
created, each to serve one or more provinces, and authorised to issr 
bonds to landowners in settlement of charges and servitudes due i 
them (but declared by an Act of the same year to be commutabk 
apd to collect from landholders thus relieved annuities compose 
49 
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of interest and sinking fund payments. The special duties thus 
assigned to them appear to have lapsed with the redemption of the 
liabilities involved, and the Banks were suspended in 188L Ten 
years later they were . re-established for the especial purposes of 
the now policy of settling small and medium holders on the land. 
Their present functions are : — (1) to issue bonds on certain condi- 
tions to vendors upon the sale of their property for conversion into 
small holdings up to three-quarters of the selling price, and to 
collect the annuities due thereon ; (^) to make advances in connexion 
with the creation of small holdings (for paying off charges, erecting 
dwellings and farm buildings, &c.); and (3) under certain conditions 
to settle by cash payments with eo-heirs to properties coming under 
the Small Holdings Acts. 

These Banks are, in effect, the financial departments of the State 
organisations, known as the General Commissions, in connexion with 
the creation of small holdings. The Small Holdings Acts, by virtue 
of which State credit (that is, through these Banks) is granted, allow 
any person or body to undertake the division and settlement of a 
])roperty, but require, before State credit is granted, that plans for 
division, equipment, settlement, &c., must be approved by the General 
Commission having jurisdiction. It should be observed, however, 
that these Banks, which from 1891 to 1909 had issued bonds of the 
total value of £5,600,000 in respect of small holdings, do not represent 
the entire extent of State action in Prussia as regaids land division 
and settlement. In the Provinces of West Prussia and Posen, 
where these Banks do not operate, the Settlement Commission — a 
State organisation with some 600 officials which was created in 1886 
and has been amply endowed with funds — stated at £30,000,000 down 
to 1911 — purchases, divides, and distributes estates, and undertakes 
all the necessary financial transactions connected therewith, 

Finally, under the Imperial Invalidity Insurance Act there exist 
thirty-one Insurance Imiitnfions, each with an independent legal 
status, and operating within a particular State, groups of States, 
Province, or District. These institutions receive the contributions 
of, and pay the benefits to, all persons insured under the ' Act against 
invalidity and old age. The Act authorises a certain proportion of 
the funds to be invested for purf)oses of general social welfere within 
the districts of the various institutions; in 1909, £14,025,000 was 
invested in leans for the housing of the working classes apd £5,143,609 
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in loans for agricultural purposes. Under the latter beading 
are included loans for light railways in rural districts, for land 
improvement, and for the improvement and construction of roads, 
Loans are usually made to or through non-profit-seeking co-operative 
societies, employers, or to communes; seldom to individuals. 
Mortgage security is generally required, loans are subject to recall 
at three or six months^ notice, and sinking fund payments are 
obligatory, while facilities for addditioiial rei)ayments of debt 
appeared to be allowed. The predominant rntes of interest now 
charged range from 3 to 3i per cent. 

Insurance Companies have invested nearly; three-quarters of their 
funds in mortgages, but only an insignificant -j)roportion in rural 
mortgages; in 1907 only 790 loans of the total value of £;J,435,000 
were outstanding on rural mortgages, as against £162,710,000 on 
urban mortgages. Even this small total of transanctions is decreasing. 
Such companies are legally permitted to make loans up to three-fifths 
or two-thirds of the valuation, but special rules prescribe that they 
must not, as a rule, lend over £10,000, and in the case of loans of 
over £5,000, special valuations must be made. 

From the foregoing summary of the organisation of German 
mortgage credit it will be seen that German landowners, both 
large and small, are amply provided with credit agencies which, 
mainly of a public character and non-profit-seeking, ^mnt loans 
up to one- half or two-thirds of the valuation on first mortgage 
at moderate and unchangeable rates of interest, not subject to 
recall, and repayable by small annual instalments to sinking 
funds, with facilities to make additional repayments on giving 
short notice. The Joint Stock Mortgage Banks form an exception 
in respect of profit-seeking, but the Mortgage Bank Act secui*es 
certain important advantages for landowners; and the savings 
banks, althoi^h in theory they are debarred from granting loans 
not subject to recall, do in fact lend a considerable amount against 
reducible mortgages (which are not subject to recall) and, as regards 
the balapce, are seldom forced to exercise their right of recall 
Although not aiming at profits, these organisations are able to 
lealise surpluses, the State and other Provincial or District Institutions, 
a« well as the savings banks, contributing considemble sums annually 
to tbeir guaianteeing authority for public purposes; while the 
Landseka/f^nf especially as a result of ancillary business tbek 
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Loan Banks), are able to apply substantial sums to the relief of the 
indebtedness of their members. 

The or^^anisation of German mortgage credit presents the further 
important- feature of decentralisation. The savings banks provide 
nearly every district with a public mortgage credit institution ; and 
the special organisation or organisations for mortgage credit in each 
Prus^an province, or in each State, bring their services within the 
convenient reach of farmers throughout their areas by their system of 
local representatives. 

Except in the case of the saving banks, capital is mainly obtained 
by the issue and sale of land mortgage bonds, for whose interest and 
capital the pai*ticular institution undertakes the responsibility. The 
Landscha/ien alone appear to leave to the borrower the realisation 
of these bonds, facilitating this, however, through their loan banks ; 
the other institutions pay the borrower in cash at a rate slightly below 
the current market rate, realising the bonds on their own account at 
the same time or at some suitable future date. The borrower has 
usually to pay from i to i per cent, as commission for this service. 
Loans by the issue of bonds are advantageous as not being subject to 
recall or to an increase in the late of interest on the part of the lender, 
and as allowing the borrower to repay his debt by the purchase and 
presentation of bonds of the same class and issued by the same 
institution when such bonds are low in price. Their principal 
disadvantage consists in the possible depreciation in value at the time 
of loan, although the borrower is liable to pay interest on and to 
j-edeem the loan at the amount of the nominal value of the bonds (or 
must purchase and present such bonds when higher prices 
prevail). 

The organisation of institutional mortgage credit in Germany 
has been immensely facilitated by the complete system of registration 
of title in that country. The uniform system, based on the Prussian 
medel and introduced for the Empire in 1900, provides for obligatoiy 
registration of title, piority of each registered charge in the order 
of its registration, and freedom of inspection of the regist 4 Mrs, These 
registers, drawn up for small areas and maintained by them, describe 

estate and recite all personal charges (e.y., usufructuary rights) 
and other charges ; and in general, no claims against such states not 
duly roistered are valid in a court of law. It may be added that 
the total costs in connection with the registration or cl 
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mortgages are moderate. The registration of a mortgage charge for 
£500 in Prussia costs £2, and its cancellation half that amount, 
including in each case the notarial and court fees. Compulsory 
registration of title as it exists in Gernjany, Austria-Hungary^ and 
Russia, or at least compulsory registration of deeds (as in France, 
Belgium, Holland, North America, and elsewhere), appears an 
indispensable pre-requisite for the foundation of a system under which 
landowners may obtain mortgage credit on suitable terms by the 
creation of land bonds which would take their place as first-class 
securities in the open market. In Ireland registration of deeds has 
been in force since the eighteenth century, and by reason of the 
transactions under the Land Acts, registration of title has taken place 
with regard to a great portion of the country ; in Scotland there is 
registration of deeds ; but in England the system of registration of 
deeds appears to be in operation only for Middlesex and Yorkshire, and 
of ^registration of title only for London. 


PERSONAL (SHORT-TERM) CREDIT. 

Under this heading is considered credit based mainly on the 
security of the general standing of the borrower, or of the borrower 
and his surety, as well as on an implicit estimate^ of his or their 
assets in the event of ultimate default, as distinct from credit based 
on the definitely assigned security of real property. The former 
credit tends to have the further distinction of being sought and 
granted for relatively short terms. 

For the provision of this form of credit in adequate amount and 
on suitable conditions as to interest and repayment, farmers, especially 
medium and small farmers, require a different credit organisation from 
that which has been evolved for merchants and manufacturers ; and 
for certain rather obvious reasons. The outstanding feature of the 
agricultural industry is the length of period of production. Within 
lin^ts the manufacturer can hasten at will the process of production^ 
and repeat his products, or the trader can restock his store several 
times within the year ; for the farmer the time of beginning and the 
time of finishing production are fixed by nature. Although the, 
duration of the period of production may be shortened to son^ 
artifieiai hastening processes are not applicable in most oae^' 
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and lack the effectiveness of the macliine in industry. In certain 
important bi’anchcs of agriculture the period of production may 
extend over several years : thus a foal re(]^uires three or four years, 
and a^calf two or three year^cforc becoming utilisable or marketable. 
And the returns of agricultural production are more uncertain than 
those of commerce and industry owing to accidents of harvest, risk of 
disease, perishability of produce, and other causes. Another 
peculiarity — making due allowance for depressions and for numerous 
seasonal trades outside agriculture — is the irregularity of monetary 
returns from year to year or their tendency to fall in certain months 
or periods in each year. Unless his farming is mixed the farmer 
obtains his main receipts in autumn, when he sells his crops. Under 
these circumstances a banking system which aims at a rapid 
turnover of funds and grants credits of three and four months, with 
one or two renewals for like periods, is of very little advantage. 

Urban bankers, being naturally more conversant with commercial 
or industrial undertakings, are less x^apable of judging the standing 
of a farmer and his business capacity. Credit implies confidence 
and facility of supervision ; but the banker is unacquainted with 
farming, and farms are comparatively isolated units, usually more 
or less remote from the banking office. Ordinary commercial tests 
are not often applicable, especially where smaller farmers, whose 
book-keejfing is apt to be very incomplete and unmethodical, are 
concerned. The same difficulty presents itself as to any proposed 
sureties, who are also likely to be farmers. Other banking security is 
often out of the question ; and the procuring and bringing of 
sureties to the bank involves great possible loss of time and expense. 
The world in which the banker or bank manager moves is not that 
of the farmer, so that personal knowledge is infrequent. The whole 
dtoation is rendered even more unfavourable by the supplanting of 
smiill country bankers by branches of great ban^ whioti are directed 
on .fixed lines from headquarters, and whose managere are frequently 
changed. Commercial banks cannot, moreover, be brought nearer 
' than small towns ; even a branch office (as distinct from a mei^ 
depoeiting office) entails a minimum expenditure for salaries and 
office of from £300 or £400 per annum. The smaller farmers offer 
also little attraction to the ordinary commercial banks as borrowers, 
and, apart from other disadvantages, pay for the small loans they 
ireqmre an unduly high percentage as interest and commission. As a 
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result farmers cannot obtain from banks^ organised mainly to serve 
industry and commerce, credit in suitable amount, at reasoncd>]e 
interest, and on the security which they can usually provide. 

Yet, while commercial banks have become less satisfactory .from 
the standpoint of the- farmer, his need for working capital has greatly 
increased. More scientific and intensive farming, made necessary by 
competition which has been facilitated by im])roved and cheai)ened 
transport, refrigeratory processes, and other causes, requires more 
capital expenditure on labour, fertilisers, feeding-stuffs, and 
machinery ; payment in kind is being gradually entirely superseded 
by payment in currency, while money wages are higher ; and other 
expenditure, including cash payments to the S^tate and other public 
authorities, has increased. 

German farmers have advanced very far towards the solution of 
the problem of obtaining adequate credit at moderate rates of 
interest and on convenient terms of repayment by means of the 
17,000 local co-operative banks established and conducted by them- 
selves, such banks being further organised in central co-operative 
banks. The membership of 14,993 local banks existing on January 1, 
1910, totalled 1,447,766 persons, a figure which represented one- 
sixth of the agriculturally occupied population of Germany in 1907 ; the 
total turnover in 1910 of 14,729 societies amounted to £ 26 1,665, 000, 
and, at the end of that year, the loans outstarvling for fixed 
periods, together with overdrafts, to £ 93,034,000, while at the same 
date the savings deposits totalled £ 92,429,000, and the deposits on 
current account £10,865,000. At the end of 1911 there were 
affiliated to 37 central banks (omitting the Prussian State Co- 
operative Bank) 17,668 societies of all kinds, of which 14^508 were 
Credit societies ; and the total turnover of these central banks in that 
year amounted to £410,391,000. 

Different German co-operatoi-s employed the same phrase in 
giving to the writer the reason for the growth of ruial credit 
societies : "they are the children of necessity (die Kinder der Noty\ 
Individual small farmers must, in fact, rope themselves together 
with more or leas stable bonds in order to be able to present to lenders, 
and depositors a security which the latter can accept as a guarantee 
that their money will be repaid in the ordinary way and without the ; 
exercise of legal pressure* And such local associations can lead^ 
money to persons not providing "banking sCcurity^^ as they J 
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their trustworthiness and can judge their business (japaeity, while 
supervision is automatically brought into play within their restricted 
areas of operation. In ordinary commercial banking facilities it is 
probable that German farmers of the present day are better off than 
British farmers. As in England the great German Joint-Stock 
Banks tend to become greater, and their branches or agencies more 
numerous, but banks working only in one locality, one district, or 
one province are far more numerous in Germany. There are over 
200 small joint-stock banks, besides the urban eo-opei*ative banks, 
about 1,200 in number, and j)rivate bankers are estimated by leading 
writers on German banking to number from 4,000 to G,000. In 
nearly every country town in Germany may still Ik‘ found one or 
more substantial banking firms ; and from these, if only by reason 
of proximity, freedom of action of manogers, relatively good 
knowledge of agricultural matters and persons (as being often 
established in country district centres) and of competition among 
themselves, it might have been expected that farmers could have 
obtained credit on suitable terms. 

Despite this multitude of Raiffeisen banks, their large membership 
and business, Piiopfissoii Rtesser, the most eminent authority on 
German commercial and industrial banking, writing in 1912, 
observed that much still remained to be done and must be done in 
this direction, as ^^agriculture requires a credit system adapted to the 
special nature of the conditions of its production.” And a 
distinguished Prussian Minister of Finance, in the course of a 
patliamentary debate on the budget of the Prussian State Central 
Co-opeiutive Bank, for whose foundation he was directly responsible, 
declared ; '^This must be our goal — to have a co-operative loan bank 
in practically every parish of the whole monarchy”. 

Raiffeisen (1818-1888), with whose name rural co-operative ' 
banks have become associated, began his co-operative career in the 
winter of 1847-8 with the foundation in a small village of a 
benevolent society for obtaining corn and potatoes and selling them 
at low prices to the poorer inhabitants ; this society was one of 
many of the same type"founded in Germany about this tihie, when 
very serious distress prevailed. Two years later he founded in 
another village, a society which at first bought cattle and sold them 
4io pdoier landholders, but which later lent money on surety 
jj^rectly to the latter for this purpose. Upon his transferenoe as 
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burgomaster to Heddesdorf, near Neuwied on the Rhine, he 
founded a third benevolent society with various objects, but 
especially for the procuring of cattle for, and the granting of credit 
to, poorer farmei*s. This society, which gradually became mefely 
a loan society, was composed of well-to-do inhabitants living 
in or near the village of Heddesdorf, who lent to less 
fortunate inhabitants of the area, obtainirjg capital on the security 
of their collective unlimited liability. The assisted persons had 
nothing to do with the society, whose members acted as guaranteeing 
intermediaries between the capitalist and themselves. The first 
association founded by Rak-fktskn in which the fundamental co- 
operative idea of the collective liability of the ' borrowers themselves 
appears, was that of Anhausen ( 1802 ). There were already in 
existence co-operative societies with unlimited collective liability, 
whicl^had been created by Schulzr of Dclitzsch, a small town in the 
Province of Saxony, for the purpose of procuring credit for tlieir mem- 
bers, who were mainly artisans, small employers of labour, and small 
shopkeepers. But Raiffeisen had in view the needs of agriculturists. 

At the present time the majority of Raiffeisen banks in Germany 
may be said to present the following features : — 

Limitation of area, so as to secure mutual personal knowledge 
on the jmrt of members ; 

Low shares ; 

Permanent indivisible reserve fund ; 

Unlimited liability of the members ; 

Loans only for productive or provident purposes ; 

Loans only to members ; 

Credit for relatively long periods with facilities for repayment 
by instalments! 

The determination every year by the members of each society 
of the maximum credit that may be held by individual 
members at any time as well as of the maximum total 
of saving deposits receivable and of loans that may be 
taken up by the society ; 

Absence of profit-seeking, dividends if paid being usually 
limited, as a maximum, to the rate of interest \md by 
borrowers for loans ; 

Office holders, with the exception of the secretary, not paid for 
their services ; 
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Promotion of the moral as well as the material advancement 
of members, and in particular the purchase of agricul- 
tural requisites for sale to members and often the 
' procuring of agricultural machines and implements for 

letting on hire to members. 

Compared with the oixlinary urban cre(lii societies of ^the Schulze- 
Delitzseh type, wliich were originally organised for the special jmrpose 
of furnishing credit to small traders, employers and artisans in 
towns, many important differences aj)pear. The areas of the banks 
of the latter kind are not narrowly limited, shares are high, being 
rarely less than £15, and sometimes reaching £75 and £100; there 
is no indivisible I'eserve ; loans are usually made only for terms of 
three months, when they arc subject to lenewal, and arc repayable 
in a lump sum, dividends, sometimes very high dividends, are paid; 
regular banking offices are maintained with at least two permanent 
paid officials, who form the committee of management, while the 
members of the board of supervision receive remuneration ; the 
banks confine themselves to pure banking business; and their offices 
are usually in towns. At the beginning of 1912, out of a total 
membership of 641,429 members in 1,002 credit societies, 26*0 1 
per cent, were returned as ‘^independent farmers, gardeners, foresters, 
and fishermen.** In certain districts farmers are attached in large 
numbers to these societies, which had spread, notably in the smaller 
towns of the eastern provinces of Prussia, before the Raiffeisen 
movement was introduced in those parts. Thus for 85 Schulze- 
Delitzsch societies in east and west Prussia, having at that date 
a total membership of 60,391, 29,278 were returned as belonging to 
the four classes just mentioned; for 34 in Posen 11,136 out of a 
total 22,233 ; and for 80 in Silesia 18,451 out of a total of 59,039, 
In many cases where a noteworthy percentage of such members 
is returned, they are to a great extent large farmers, the particular 
society meets the special needs of landowners by making loans for 
longer terms than the majority of Schulze-Delitzsch banks do, 
allows easy terms of repayment, and in other ways adopts the usual 
principles of the Raiffeisen societies. There is also a certain number 
who become members, not with a view to borrowing, but merely for 
the sake of investment of savings, either as shares or as deposits, at 
a high rate of interest-HBhares are frequently as high as £75, and 
^videndfi at 6 or 7 per cent, not nncoinn!ion--4hi8 is prdbably 
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especially true of a large proportion of the women members returned 
as belonging to this group and who numbered 13,203 out of a total 
of 170,673, or 7*7 per cent., in 1911. 

As it is a principle of the Schulze-Delitzseh system that ,the 
area chosen should be of a kind to allow of the development of a 
regular banking business capable of supporting a salaried staff of at 
least two persons and of yielding substantial dividends on shares, these 
societies are established in towns or must cover fairly wide areas. 
The feasibility of the minute supervision of their credits is thus 
diminished and their usefulness to smaller farmers seriously impaired. 
Their large membership renders impossible personal relations between 
members : in 1911 the average membership was, 023, and there were 
societies with 11,050 members, 8,987 members, and several with from 
2,000 to 5,000. Their business attains sometimes immense proportions : 
some banks visited by the writer showed annual turnovers of 
£21,000,000, £10,700,000, £0,700,000, and £3,600,000. Their credit 
is dearer and for shorter periods than that granted by the Raiffeisen 
banks. They represent in a large measure commercial, profit-seeking 
undertakings, being rather companies of lenders having as their 
primary object the earning of dividends mther than the provision 
of cheap credit. Many have developed into ordinary commercial 
banks, others have been absorbed or converted into branches of large 
joint-stock banks. The smaller societies tend, however', by reason 
of their being localised institutions with organs of administration 
composed of many persons representative of the various producing 
classes of members, to be in a better position than proprietary or 
joint-stock banks to judge the character and standing of such persons, 
and thus aid small men unable to furnish ordinary banking security. 
The general unsuitability of this type of society for German farmers 
is shown by the circumstance that, while they have made no progress 
in country districts the Raiffeisen type continues to spread in these 
districts. 

The principal functions of Raiffesen banks are : (1) to meet the 
needs of their members for supplementary personal credit or current 
working ci^ital, (2) to promote thrift among the rural population 
by recseivng their savings as well as the savings of non-members 
and paying interest thereon, and (3) to act in general as the village 
banker. They are not meant to supply members with their entire 
woH^ing capital but to supplement it ; and, speaking generally, they 
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supply such credit mainly on personal security and for productive 
or prevident purposes. Loans are also frequently granted for part 
or full payment for holdings in those parts of Germany where small 
holdings predominate ; and a certain number of credit societies have 
carried out, with good results, the j^urchase and breaking up of 
fairly large properties. 

German rural societies, nearly all of which bear the double title 
of Savings and Loan Banks, derive the greatest part of their working 
caj)ital, in fact, ovjer 90 per cent., from the deposits of members and 
of non-members resident within their own areas. Among the advan- 
tages they offer to the rural population as savings banks are almost 
absolute security, attractive interest, and proximity. The security 
of depositors’ money is safeguarded in ordinary circumstances by the 
fact tliat the rural society confines its business to a small area and to 
simple, well-secured transactions; by tlie regular examination of the 
state of its business by the board of supervision (whose members' bear 
a special responsibility under the Act); by the general knowledge 
of the affairs of the society being common to the bulk of the members; 
by regular outside audits ; and if all these should fail, through the 
joint and several liability incurred by members. This liability is 
unlimited in the ease of 9^ per cent, of the societies. The legal 
provision that the total amount of tlie savings deposits that may be 
accepted, and of the loans that may be contracted by a society, 
as well as the provision that the limits of the advances that may be 
ma^le to individual members, must be annually fixed by the general 
.meeting of members, prevent the extension of business beyond the 
collective solvency of the members comprising the society. The 
history of German rural credit societies has demonstrated the excel- 
lence of the security offered : it is affirmed that depositors have never 
suffered loss. And in the sixteen years 1895 to 1910 only 19 rural 
credit societies were involved in bankruptcy proceedings : a striking 
record when it is considered that since 1901 there have been over 
10,000 societies and since 1909 over 15,000 societies of this kind 
in Germany. Compared with other banking and credit undeitlldngs 
« — one Geiman writer has computed the frequency of bankruptcy 
per 10,000 undertakings over the period 1895-1905 as being fifty-five 
times more frequent with them than with the credit societies* 

These societies pay from 3 to 4 per cent«-^at least 70 per cent, 
appear to pay 3i per cent, and over — on deposits; and they endeavour 
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to obtain deposits not only from members, but from non-members of 
every age and class. Savings boxes are distributed, savings stamps 
and savings cards of various values are sold, and every suitable means 
taken to collect the uninvested money of the community. As a 
result of their success in this respect the savings of rural commrfbities 
are utilised for the purpose of further wealth production in the same 
area. 

Local societies are able to grant loans to their members at from 
4 to 5 per cent.; rates not exceeding 4.i per cent, predominate except 
in the eastern provinces of Prussia, where the jwpulation being 
thinner, and less prosj)erous, deposits are less abundant, and higher 
interest has to be paid on them, while the credit of the central banks 
has to be more fiequently invoked. The central banks lend money 
to credit societies at rates which vary according to market conditions ; 
but the normal rates of interest for advances within the ordinary 
credit, as allotted periodically to each society range from 4 J to 5 per 
cent. A small commission of or P^r cent, is also usually 
charged yearly or half-yearly on the amount of credit taken up. 
The local societies generally levy a single commission of to i 
per cent, (most usually j\y) on the majority of loans ; on advances 
for property purchase or settlement with co-heirs a higher commission 
is usual. The cliea[)ness of the credit appears more striking when it 
is recollected that ordinary commercial credit in Gerpiany is dearer 
than in England. 

Loans are secured for the most part on personal bonds backed by 
sureties, but mortgage security is not uncommon in certain districts, 
The committee usually asks the purpose of the loan, and usually enters 
this in the minutes of the transaction. Many of the more developed 
societies do not ask the question, being only concerned with the 
standing of the borrower and of his sureties. Although rural socie- 
ties are developing their loan business on current account, the 
majority of loans are still granted for definite periods ; at the end 
of 1910 loans outstanding on current accounts granted by 82 per 
cent, of all rural credit societies amounted in value to about 28 per 
cent, df their total loans then outstanding. Current account loans 
are especially prominent in the two provinces of Saxony and Pomer^ 
nia, where the majority of societies have adopted limited liability as well 
in the societies with unlimited liability in Silesia and Brandenburg* 
Cane is exercised that loans on current account do not become, in laet^ 
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standing loans. Most societies insist that there shall be a real 
movement in these accounts by re(iuiring a certain percentage at least 
of the oveixlraftj^ to be rei)aid into the account within each half-year 
or year ; otherwise they call in the whole amount at once, or reduce 
the credit, or raise the interest. 

As to the loans for definite periods, such periods are determined as 
far as possible in accordance with the desire and position of borrowers ; 
they are granted usually for at least a year, wlien they are generally 
renewed on application ; they may rnn for two, three, four, or five 
years, but those for longer periods are far from rare. Societies reserve 
the right to recall loans on notice of from one to three months. Easy 
ieims of repayment are a marked feature of Raiffeisen societies. 
When armnging for loans borrowers submit to the committee the 
length of time for which they reipiire accommodation, and their 
proposed method of repayment; and they are usually allowed to repay 
m instalments of ecpial amounts spread ovoi a period of years. It is 
a not unusual plan to fix the instalments according to the number of 
years for which the loan is granted ; thus where a loan is granted for 
two, four or five years there is due each year from the borrower fifty, 
twenty -five, and twenty per cent, of the loan respectively. Borro Wei’S 
are always allowed to make additional repayments on giving notice — 
usually one to three months^ notice is reipiired — to the society of such 
intention. Repayments of loans appear to be maintained in satisfac- 
tory relationship to fresh loans: in 1909 and 1910 the societies in the 
Imjierial FedeiMtioii (to which over 80 per cent, of all rural credit 
societies are affiliated) granted fresh loans of the value of £15,075,000 
arsd £10,910,000 respectively , while the repayments on outstanding 
, loans amounted resi)ectivt ly to £9,270,000 and £10,990,000. In the 
same years the amount paid in by members on current accounts 
* amounted to £29,878,000 and £83,518,000, while the amounts paid 
out to members on tlie same accounts amounted to £30,083,000 and 
£34*, 130, 000 respectively. 

. But it may be asked : what course is taken when deposits are 
insufSeient (or even non-existent, as upon the establishment of a society) 
or when they are ever-abundant ? As a rule credit is .obtained,' 
or any excess of deposits over current needs lodged, at a central 
co-operative bank. From the beginning Raiffeisisn recognized the 
necessity for combination among rural credit societies so as to provide 
^lien with a permanent centre at which depositing and borrowing 
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might be advantageous!}^ transacted by non-profit-seeking organisa- 
tions which at once understood and took account of the s])ecial financial 
structure of co-o[)ei-ative societies and of the conditions of their 
business. At the present time over 90 [>er cent, of the rural Credit 
societies anj shareholders or members of co-operative central banks^ of 
which there are nearly fifty (including as separate banks the twelve 
branches of the Raiffeisen (yVntral Loan Bank) in Otn'inany. 

Tliese central banks are organised according to provinces or States. 
The German Agricultural Central Loan Bank, founded by Raiffeisen 
in 1870, extends its operations over the whole of Germany, but it has 
decentralised its business by tlio creation of 12 hranehes, which limit 
their f)j>erations to fixed areas co-extensive witii a province, part of a 
province, or adjoining provinees, a State or congeries of small States, 
and which form in fact proxineial banks. The other central banks in 
Pru^^sia are attached to the Prussian State (’eniral Co-opemtive Bank, 
which occui)ies in regard to them in some respects the same position 
as the Raiffeisen Bank occupies in regard to its hranehes. The scheme 
of organisation for Prussian societies is, tlierefore : (1) local societies 
balancing as far as possible monetary supply and demand among their 
members ; (2) provincial banks adjusting similarly the needs of their 
constituent local societies; and (3) larger organisations at Berlin 
(namely, the State Bank and the Raiffeisen Central Loan Bank) 
balancing supply and demand among the central hanks, obtaining 
necessary credit, and making necessary investments on the money 
market, for them. 

Outside Prussia no State Central Co-oj)ei*ative Bank has been 
established, but in all the larger States the central banks are in 
receipt of State advances or credit to assist them when the monetary 
demands of the local societies are in excess of the deix^sits of the latter 
and of other available capital. 

Commercial Banks urge that the granting of loans for the long 
periods required by agriculturists would not be advisable, as their 
capital would be unduly tied up. Such banks naturally wish to 
realise profits by the frequent turnover of their capital ; they often 
operate on small margins ; and the bulk of their customers, who are 
traders and manufacturers, do not as a rule leave money for loi^ 
periods on deposit with them. Rural co-operative societies are not 
profit-seeking speculative undertakings; and German rural societies 
have found that the capital on which they mainly depend^ namely. 
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lavings deposits of members and non-members, tends to remain with 
them for lon^ paiiods. Should a sudden call come, which they are 
unable to meet out of their immediate resources, their solvency is 
practically assured through their central bank ; in the last resort only 
would they be obliged to exercise the right, which they reserve, to call 
in loans. 

No English agricultui’al credit society established under the 
Friendly Societies Act. — the small number existing have all been 
established under this Act — may grant on loan to any member, to be 
held at any one time, a total exceeding £50. German registered credit 
societies are only rcst.riete<t to the extent that every society must fix, 
for each year by resolution of a general meeting of members, the 
maximum of the total advances that individuals may hold at any one 
time. Some societies fix this maximum at a very high figure — 
occasionally up to £5,000 and more; a large number of societies do 
not allow the committee alone to grant the maximum thus authorised, 
but require the additional assent of the l)oard of supervision, and often 
fix a lower figure for the committee alone. The advantage of this 
facility is that societies are enabled to adapt their credit business to 
the needs of their members and to the state of development of their 
own resources. The actual amount of credit extended to individuals is, 
of course, dependent on the standing, character, and other security 
furnished by each applicant and the bulk of the loans granted by 
rural societies are for sums not exceeding £50. Taking as fairly 
representative of German rural credit societies the 4,000 societies ndw 
attached to the Federation founded by Raiffeisen, it is found that, 
in the years 1908, 1909 and 1910, about 45 per cent, of their 
loans outstanding, which totalled 360,000 to 376,000 (1910), 
were for sums up to £15, a further 16 per cent, for sums over 
£15 up to £25, and a further 17 per cent, for sums over £25 up to 
£50.. Ten per cent, of the total were for sums over £100. 

It is sometimes contended in England that, as farmers have a con- 
siderable reluctance to letting neighbours know that they require 
credit, they are not likely to borrow from a credit society. Practi- 
cally considered, such objection should carry little weight. If a 
small farmer borrows from a bank he must explain his position and 
bring usually two sureties. These sureties are generally his neighbours 
and the occasion often the market day, when other neighbours also 
twvcl to the particular town, And banking offices in small toaw 
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are wont to be established, not in remote streets but hard by the 
market places. Further, a countryside is a small world where every 
farmer knows his fellow-farmer’s position or can deduce it from 
external evidence. In the ordinary German village bank the 
ing of a small loan docs not imply meeting the whole committee ; 
application is usually made to the secretary, and the transaction 
usually carried through without any further formalities. Absolute 
secrecy is imposed upon the secretary and other office-holders, and, 
given the small area, such secrecy is more easily enforced. In Germany 
it is rather the difficulty of the sureties which holds chief place; 
many societies with limited liability now assign to members an open 
credit up to three-fourths of their liability witliout further security. 
And, as regards the whole matter of borrowing, it is one of the aims 
of a rural credit society to bring home to members that farmers, 
like other producers, recpiire to have credit at their command, and that 
it is*no blot on their business reputation to be borrowers. 

As regards the co-operative credit movement in England, the 
view appears to be not uncommonly held that the predominance of 
tenancy, instead of ownership, is a chief obstacle to its development ; 
that the collective liability of a society composed of persons who 
are mostly tenant farmers cannot offer adequate security to depositors 
or other suppliers of working capital, and that the security offered by 
the individual borrowing tenant to his society is necessarily weaker. 

The decisive importance of ownership in this connexion may 
fairly be contested. To take the matter of the society. All members 
are liable to their society either up to a certain fixed amount under 
limited liability or up to the full extent of their assests under un- 
limited liability. In the ordinary course the committee and board 
of supervision of a society will draw up and periodically revise an 
estimate of the means of each member, based on the valuation of 
each member’s holding, on the rent paid, possibly on the income tax 
assessment voluntarily furnished to them, on the stock held, or on 
other supplementary tests of well-being; and in this way the 
maximum security offered by their members is ascertained. In 
Prussia, it may be noticed, this valuation, which is undertaken at 
regular periods (and duly rectified, if necessary, in the intervals), is 
submitted to the local surveyor of taxes, who is authorised to correct, 
if necessary, the sum total but not the individual valuations placed 
opposite the name of each member. But this sum tptal would 
01 
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naturally not be taken as representing the ordinary security of the 
society for the pur j>ose of credit : it suffices that a small percentage 
be taken. The Prussian State co-operal-ive Bank lends up to a 
maximum of 10 per cent, of the assests of members as returned and 
cheeked by the local surveyors of taxes in the case of societies of 
unlimited liability, while it grants societies with limited liability an 
ordinary maximum credit of 75 per cent, of the collective liability 
of their members. The llaiffciscn (kmtral Loan Bank grants to its 
societies (all with unlimited liability) in Prussia a normal credit of 
10 iK*r cent, of their assests, and to those outside Prussia, where the 
returns are not usually checked by the surveyors of taxes, a normal 
credit of 5 per cent. The Saxon and Pomeranian Central Co-operative 
Banks fix the maximum credit at 75 ])er cent, of the collective 
liability of each of the affiliated societies ; the latter have adopted a 
liability limited to £10 or £P2 10s. per share held, and their mem})ers, 
speaking generally, are obliged to take up one additional share for 
every £100 of assessed value over the first £fi0(), so that the maximum 
credit rests on the security of, roughly, the ti^nth part of the tax- 
able property of members, Tt does not appear that any appreciable 
risk would be involved in giving to a society a maximum credit of 
five j)er cent, of the collective worth of its members as returned on 
the combined authority of the committee and board of supervision. 
Societies will naturally require a period of notice before resignation 
of membership may take effect — the German Act fixes the minimum 
period at three months and the maximum at two years ; membei-s, 
though tenants, will not all be simultaneously desirous of resigning ; 
their leases do not all expire at the same time ; and they will not 
be all in debt with their society or all generally insolvent. 

Or another basis might be adopted. When Prussian societies do 
not furnish a detailed statemant of the assests of members, the 
Prussian State Bank allots to each such society a maximum credit 
of from £5 to £15, at its discretion, iier head for each member • 
and a South German Bank, in estimating the credits allotable to the 
rural credit societies in business relations with it, assesses the value 
of each society, in case it should be necessary to recover any claims, 
at the rate of £10 per member. The Prussinn Bank does not 
confine its rule to rural societies ; urban societies come within its scope. 
It will hardly be questioned that English rural societies, even tho^e 
edmposed entirely of tenants, offer a sounder security ou such a basis 
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than do those urban societies of small traxlesmen 'and artisans to 
whom the Prussian Bauk finds it safe to lend money when organised 
in a registered co-operative society. 

As to the nature of the security obtainable by the society fit)m 
tenant borrowers, it may be recalled that the aim of a co-operative 
society is to furnish supi)lementary working capital on personal 
security, that is, upon the security of the general standing of the 
borrower and of his business reputation, supj)orted, if necessary, by 
sureties, the ultimate security implicitly involved being the realisable 
value of the assests of the borrower or of those of both borrower 
and sureties. In Germany this ultimate security consists mainly 
in property, and in so far members are able to- provide a better 
underlying security. But tenants have leases, and cannot leave 
at a momeut^s notice ; they possess personal i)roperty, stock, 
machines ; their business capacity and character is known in their 
neighbourhood ; and it is always open to them to provide sureties, 
who need not be members of their society. As societies do not pretend 
to furnish the entire or major part of members^ working capital, but 
merely to supplement it, the amount of credit which the members may 
be allowed on these bases is likely to be in keeping with their needs as 
well as within the limits of safety for the society. The supervision 
automatically exercisable by reason of the narrow limits of the area of 
rural societies minimises risk of loss, a risk which is further induced by 
the power, to be retained by the societies, to call in their loans at short 
notice, when there is good evidence of their capital being endangered. 

It can hardly be anticipated that co-opemtive credit societies will 
increase at first with great rapidity in England. But English farmers 
are not alone in being highly conservative and distrustful of fresh 
projects ; in Germany the success of the movement was largely the 
result of the intensive propaganda carried on continuously from many 
sides as well as of the effective assistance of the State. The same 
persistent and j^enetrating propaganda work will be required in 
England ; and progress will probably be slow, as in Germany. 
There are now nearly 17,000 rural credit societies in that country ; but 
twelve years after (1864) the first Raiffeisen bank was established 
there were only about one hundred of that type in existence, and in 
1890 — nearly forty years after — their total number was 1,729. 

Among the chief agencies which promoted the movement, apart 
from the State (including the Emperors William I and William IL, 
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who showed their approval by donations to tlie Raiffeisen Central 
Loan Bank, and rulers of Federal States) and the Co-operative Unions, 
which have acted in their several districts as the intelligent organisers 
and advisers of co-operative effort in all its branches, may be 
mentioned, (1) the agricultural organisations, and especially since 
their creation under the Prussian Act of 189t, the Chambers of 
Agriculture in Prussia; and similar bodies in other States ; (2) 
clergymen ; (8) teachers and communal ofiicials in rural districts; (4) 
larger landowners ; and (5) various educational institutions. 

Raiffeisen, the mayor of a small, remote district^ was first given 
the opportunity of putting his ideas into practice outside his own 
restricted area by the Agricultural association of the Uhine province. 
His book describing his system a])peared in 18t)(>, when he had already 
founded five credit banks, and attracted in the same year the attention 
of the Association which was considering means for improving credit 
facilities for the farmers of the province. In 1808 Raiffeisfn was 
commissioned by the Association to establish credit societies within its 
area, and within a year he founded 12 new societies. Shortly after 
he was placed in charge of Aid department for Loan Banks established 
by the Association as a branch of its work. Similar associations 
throughout Germany took up gradually the active furtherance of the 
credit society movement. 

Unlike Schulze-Delitzsch, who conceived his societies as purely 
business organisations, Raiffeisen always laid stress upon the moral as 
well as the material aims of his societies, which ^^rest upon a Christian 
fouTidation^’ and ^^aim at promoting the moral and material welfare of 
members.^’ Clergymen of all denominations in most parts of Germany 
have given their constant and active support to the Raiffeisen banks 
«ince their inception. At the present time large number of clergymen 
are to be found acting as chairmen or members of committees of 
management and of boards of supervision, and in some cases they 
undertake the duties of secretary. Rural teachers and communal 
officials have rendered great services to the Raiffeisen societies, not 
only by encouraging their establishment and becoming members, but 
also by accepting in large numbers the roost responsible offices such as 
those of chairman of committee and of secretary. Agricultural 
colleges of eveiy grade, which are more numerous in Germany than in 
England, usually include in their curriculum a course of lectures on 
agriouitttral co-operation, while at several Universities (e,g., Berlin 
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Halle) special courses of lectures on co-operation by^ various profesBow 
are given each year. 

Larger landowners have also taken a considerable part in the 
extension of the village banks, not only by promoting their 
establishment and accepting office, but also to a certain extdht by 
depositing with and borrowing from them. The chairmen of the 
committee of management of 50 out of 305 Pomeranian societies in 
one year was a large landowner ; in another year out of 720 
Silesian societies there v/ere 200 large owners holding this office. In 
the less onerous position of chairman of the board of supervision they 
are even more numerously represented ; and they are very generally 
found as ordinary members of both organs of administration of a 
co-operative society in those j)arts of the country, that is chiefly in 
the eastern provinces of Prussia and in the Kingdom of Saxony, 
where large landowners constitute a noteworthy proportion of all 
Iftndliolders. 

Various reasons account for the more limited participation of 
large holders in the society as depositors and borrowers. Although 
limited liability is regarded by many very competent authorities in 
Germany as most suitable in the case of societies which contain a 
considerable proportion of large holders, unlimited liability has not 
(since 1889) been a chief obstacle: the difficulty lies mainly in the 
dislike of a social superior to reveal his position to a committee of 
two or three of his smaller neighbours or to submit an application for 
credit to them, as well as in the difficulty for a small local society to 
grant credit to such members to the extent that may be required, 
without exhausting their own working capital to the prejudice of 
their other members, or without risking an \induly high proportion 
with a single member. In Pomerania and Saxony (province of), 
as well as in Silesia, a considerable number of large landholders are 
reported as transacting business with the local societies ; in Pomerank 
out of 376 local societies, all with limited liability, there were 107 
which fixed their maximum total loans to individuals at from over 
£1,000 up to £2,600, 27 at from over £2,500 up to £5,000, and 9 at 
from over £5,000 up to £10,000. In many cases outside Pomerania, 
Saxony, and Silesia large landowners obtain their agricultural requi* 
sities through the local society of which they are members, and in 
this way, but seldom otherwise, they often obtain credit from co* 
operative credit societies. It may be conceded that local credit 
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•ocieties are less necmary to large than to medium and small holders ; 
they can usually obtain credit more readily and on better terms than 
the latter from commercial banks, although in common with other 
farmers they usually require such credit for longer periods than are 
cnstofhary in commerce. And in Germany, at least, such bank 
credit IS far dearer than co-0])crative crctlit, and rcjiayable under more 
unfavourable conditions. That even large holders in England do not 
obtain all the credit they need at their banks appears clear from the 
considerable volume of credit which is at present extended to farmers 
by dealers and factors for periods of a year or moi’c. 



[ Extracts from the Proceedings of the Fourth Conference of Megidfafi 
of Co-operative Credit Societies, ] 

Mr. R. W. Carlyle, C.I.E., Presi<lent of the Conference, mid 
that he was j^lad to report that there was no check in the rapid 
and satisfactory progress of the movement to which he had alluded 
last year. The figures had not been finally checked and must be 
accepted as merely provisional. But they showed that the number 
of societies of all kinds had risen from 1,357 to 2,008, the number 
of members from 149,160 to 184,897 ; the working capital aggre- 
gated nearly 81 lakhs of rupees against just over 44 lakhs last year, 
and the expenditure had increased from less than 47 lakhs last year 
to njore than 84 lakhs. This was only the fourth annual Conference, 
but these hgures indicated that the movement had alread)’- progressed 
far beyond what could reasonably have been expected by those who 
were present at the first meeting in 1900. The progress made during 
the year was all the more satisfactory, because the annual reports 
showed that in most provinces the aim of the Registrars had been 
rather to foster growth where the seeds of co-operation had already 
taken root than to attempt to break new ground. It ^ was also very 
satisfactory that whereas State aid accounted for only Rs. 6 , 86,148 
of the working capital or very little more than last year (Rs. 6 , 61 , 816 ), 
loans from private persons totalled nearly 25 lakhs of rupees against 
less than 12i lakhs at the end of June 1908. liast year in address- 
ing the Conference he had had occasion to point out that, the two 
questions of vital importance to the future of the movement were 
the best means of providing for the supervision and the financing 
of co-operative credit societies. In several of the provinces the 
question of finance seemed to have been solved. He was referring 
in particular to Madras, Burma and the United Provinces, but so far 
as he could judge, he did not think it probable that this question would 
give rise to serious difficulties in the Punjab, Central Provinces or 
Bengal. He did not, of course, mean that in f^hose provinces very 
large sums of money would at once be forthcoming, but there was 
reason to believe that money would come forward quite as quickly as * 
it would be poteible to establish properly supervised societies. It was 
too early to say that the question of su|)ervision had been solved any 
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where, but the state of affairs in the United Provinces and Madras 
gave great promise for the future. The reports for 1908-09 served 
to confirm the opinion expressed by the Government of India in their 
Circular dealing with the proceedings of the third Conference tlrnt 
the most satisfactory solution of the problems connected with the 
best means of financing Cash Societies and with future arrangements 
for audit, inspection and control would be found in the organisation 
of societies as they increased in numbers into local Unions and in the 
federation, at a later stage, if necessary, of these Unions into Central 
Unions. At the same time it was of course possible that in some 
provinces other solutions might be found necessary or desirable. The 
great importance of supervision not being confined to Government 
was well brought out by Mu. Ramac:iiandua Rag’s remarks on the 
danger of insufRcient or routine inspection by Government officers, 
and he thought that there was a real danger that if Government 
assistance was not kept within moderate limits the whole move- 
ment would tend to become departmentalised. He referred to the 
fact that in many provinces Registrars had found it desirable to 
confine work to concentrated areas and to avoid establishing isolated 
societies. There could bo no doubt as to the soundness of this policy. 
It was far easier to establish in concentrated areas Unions which 
could both finance, and, to some extent, supervise the societies in such 
areas. Co-operation was, so to speak, in the air. New societies 
were far,^ore likely to be started and to be run on the right lines 
from the beginning. He sym})athised with the difficulties of the 
Registrar of Burma who was unable to cope with the demands 
of the public. He was not sure that the Registrar was not 
over-anxious as to a number of societies being started without 
being registered. If such societies sprang into existence it 
would not be long before the fact that they were not registered 
under the Act was widely known. A question of great importance 
was how far societies should endeavour to pay off their members' 
debts to outsiders. He could not believe that any one who was in 
debt, both to the society and to the money-lender, could derive full 
benefit from his society. Of course it was not necessary that the debt 
should be paid off in one instalment. As long as the society could 
arrange for the debts of its members being definitely taken over, it did 
not much matter if the debts were jmid off by degrees. He shared 
the doubts expressed by the registiur of Co-operative Credit Societies 
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in the Central Provinces as to the advisability of allowing banks to do 
general banking business as well as eo-oj)erative credit work, but he 
had no doubt the members of the Conf(‘ren(;e would have something 
to say on the subject. Another ])oint to which he would di’aw^he 
attention of members was the (|uesii()n of devising the best means of 
dealing with Co-operative Societies for distribution purposes. It 
would be agreed that management was much more difBcult in such 
societies than in small ('ash Societies, and the question how far 
co-operation for credit and co-operation for distribution should be 
combined was one wliich des(?rved careful considcM’ation. The past 
year had sliown that many dillicidties still remained to be overcome, 
but they had reason to congratulate themselves hot only on the general 
j»rogress made, but also on many indications that pul)lic interest liad 
been aroused. There was perhaj)s seme danger that they might be 
urged to move too fast, but the int(?rest which th(} movement was 
beginning to exedte among the geiieral iniblie was wliolly good, and 
unless this interest increased and sj)read, it would be impossible to 
effect that revolution in the economic condit ion of India which might 
be expect(Hl from (!o-op(‘rativc credit work if it continued to inogress 
with the same rapidity as at present. 



[^Ej-iracfH fm)) the Proceed in //a of the Fourth Cooferenee of Begintrars 
of Fo-operatire Credit Societies, 1909.] 

How BUST TO EnCOLIKAGK TIIK ASSISTANCE OF NON-OFFICIALS. 

The (lisoussioii was oj)onod by iho following* iiot(‘ ])ivson1od by 
Mr. Bcciian (Be^n;L;‘al) in which he adv^oealcd the formation of District 
Co-operative Committees : 

“ There is no more im])ortant or more difficult (piestion before 

the Conference tJian the orii^anisation of tlie future development, of 
co-operation. We have come to the sta^c where we must choose 

betwecui further officialising and more completely j)opularisin^‘ the 
work. Personally 1 consider it vital to the movement that the 
propcdliii" power of ]>opuIar interest and enthusiasm should be applied 
to it as soon as possible, and our j)rincipal efforts should ])e directed 
to enlistinij^ and sy.stematisinij^ the eo-(q)cration of the ])CO])le in the 
work of orii'anisation. 1 offer the followhij^ sus^^estions for 
discussion : — 

(2) , There are certain facts wliich few will tpiestion: — 

(o) In nearly every jirovinee the Registrar has i^reat difficulty 

in supervising his societies and no time for propac^andist work. 

Honorary orii^anisers have given most valuable assistance, but their 
number and jiowers are limited. 

(/y) It is not a sound arrangement that the Registrar should be a 
financing agency except in sj)ccial eases. ^Ve want above all things 
local capital and a machinery for attracting and dealing with it. 

(e) New forms of agricultural co-operation (j)roductive and distri- 
butive) should be undertaken and arc in contemplation. These forma 
jiresent so many variations dejiendent on local circumstances and 
conditions of j)roduction, that without active assistance in the districts 
the Registrar can accomplish very little. 

(d) In no country has co-operation become a force until it has 
become a popular movement. And to it will be in India, 

(3) We have to face then three alternatives — (1) stoppage of 
progress or development without guarantee of safety if our present 
staff is retained ; (2) considerable increase of staff and further officiali- 
satiou of the movement, which wo want to avoid ; and (3) co-o^iera- 
tion with, and extensive devolution of responsibility to, unofficial 
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aijencies, combined witli a proper ori^anisalioii of ibk iinofTicial assis- 
tance. There can bo no (jiiestion tliat the last alii‘rnative is the liest 
if it is practicable. 

(1) From what I have seen of ai’^rieultural orj^anisation in Britain 
I feel sure that we want somelhinpj on the lines of the Irish Ajjjricnl- 
tural Organisation Society, only much more localised. We cannot 
work on a provincial scale yet.. A Provincial Bank or a Provincial 
Union would be handieap])ed to the ])oint of failure by want of local 
machinery. It would be safer and more ellective to build up to them 
from below. What I would su<’^g(‘st as a lirst stej) is the creation 
of District Co-op(‘rative (/ommittecs. Eaeh would consist of a few 
(not too many) members really interested in co-operation and represen- 
tatives of dill'erent areas. We would thus have virtually a number 
of honorary organisers in every district, not actinj^ independently, 
but takin*.^ counsel toj^ether periodically and working out a common 
scherftc. Each would undertake the preaching of co-operation and 
formation of soeieti(‘s of different tyj)cs in his own area. Above all 
tliey would tap local sourcuvs of capital, which would bt‘ one of their 
cliief duties. That they should find funds for their own societies 
would be insisted u])oii ; and the first operations should be confined to 
districts where local cajiital is available. Besides pro])agandism the 
Committees would undertake the initial supervision and control of 
the young societies. But this minute su})ervision would only be 
temporary, for they would always work with an eye to the formation 
of Unions and to the sjieediest iiossible autonomy of the groups. 
So the District Committees and the Unions would lie parallel and 
complementary developments. Their lines, however, would probably 
converge in time, for the Union on its banking side would no doubt 
become affiliated to a Central Bank, while the District Committee 
might develop into a Central Union to which the local Unions on 
their administrative side would be subordinate. 

(5) To begin with, the Registrar and the District Officer would 
guide these Committees and control them with some strictness. But 
within tlefinite limits they would be given a free hand. And as the 
movement gathered strength and the Commitiees proved their worth the 
Registrar would gradually withdraw, and in time, I hope, would confine 
himself to the merely formal duties of a Registmr in other countries. 

(6) The actual constitution of the Committees is a matter for 
arrangement. They might be attached to the District Agricultural 
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Associations ; but ^boy would ]U()bab1y be more effective to be^in 
with at least, as independent bodies. In any case the District Officer 
should he Honorary President. He would exercise a very useful 
supervision without interforin<]^ too minutely or making success depen- 
denl on his continnanc«‘ in the disi^rict. In time these Commit<,v‘(!S 
mi^lit become very useful assistants to f-hc Ai^rieultural Deixirfnieiil. 
One of their most im])ortant du(i(‘s would be to develoj^ ajj^ricultiiral 
co-oj>eration in production and sale ; and it is the cx])erience of every 
country that the direct linkim^ of the a.^M'icidlurist with the j^eneral 
market })y a co-o])ora,tive machinery is one of the most effective 
means of t(‘a<bin^^ improved method of cultivation, breedins]^, ctrC. 

(7) Lastly, 1 think that Oovernment should u^ive some linancial 
assistance to the District Committe(‘s. They oiii^ht, of course, to be 
comj)osed of voluntary helpers, but there are bound to be exp(‘nscs of 
manaj^ement which (government mijL^ht, at h‘ast, in part defray. This 
assistance would probably best be jujiven in the form of a small ytarly 
grant to each district. These grants would not, of course, be permanent, 
but would be continued until the movement in each area became self- 
supporting. Th(;re can be no objection to this from a co-operative 
standpoint ; even the violent o]>j>onents of State aid make a distinction 
in favour of Crovernment grants to jiropagandist effort. Instances 
might be drawn from many countries. I need mention only the consi- 
derable subsidy which up to last year the Irish Agricultural Organi- 
sation Society received from the Irish De[>artment of Agriculture, and 
the proposed grant to Ilritish Agricultural Organisation Societies under 
the recent Development Hill, which I understand is not objected to by 
co-operators. 

I would be glad if this Conference would consider the above rough 
eketch of the line I projKise to take next year. Discussion may elicit 
a more practicable scheme for enlisting popular interest and support.^' 

Mr. Goriu.AY (Hengal) entirely agreed with Mu. Buchan that the 
movement could never be a real success unless and until it became a 
national movement, (jovernment had shown the way and had proved 
the endless possibilities of combination ; but it could not undertake 
the indefinite extension and supervision of societies, and co-operation 
would never become a power in the land until it became a really popu- 
lar movement. The question before the Conference was what practical 
means could be taken to secure this end. V arious schemes had been 
suggested in Bengal Mu. Buchan had just explained one of them 
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and efforts liad also been made io train llic younger, generation in the 
princijdes of co-opt'raiion. Co-operative Crcnlit lias been included in 
the syllabus of Political Economy at tli<‘ University Examinations, and 
instruction in it was givtai at tlie colleges. It would greatly ^assist 
them in Bengal, howi'vcr, if the llegist<rars would t^xplain what was 
being done in the matter in oMier jirovinces. Ml?, IjANiiLEY (I’unjab) 
generally agreed in the ideas e\j)re.ssed in Mr. BuciiANts note. Rai 
IsFiWAR Sahai Baiiaiuir (United Provinces) pleaded for more recognition 
by Government of the work of honorary organisers, lie suggested 
that certilicates should be given to such organisers on the recommen- 
dation of the Registrar. Kunwar Maiiara.t SrNini (United Provinces) 
said tliat his experience jminted to the same conclusion. He believed 
that it would have been an excellent elTect if the services of honorary 
organisers and managers who had year after year done particularly 
good work were occasionally recognistHi in an approjiriate manner. 
He* also mentioned that some District Banks in his jirovince had adop- 
ted the system of giving small tokens of ajiproval such as puggrees, 
certilicates, etc., at their annual meetings to the Sarjjd aches of borrow- 
ing societies who had done good work. The system had had excellent 
results, and he thought that it might be followed with advantage in 
other provinces. With regard to District Committees, the United Pro- 
vin(;es already iiossessed similar organisations in the Boards of Dir6e- 
tnrs of Central and District Banks. Mr. EiiExMANTLk (IJnited Provinces) 
criticised Mr. Buciian^s proposal to form District Committees controlled 
and guided by the District Officer. The ex})eriment had been tried nine 
years ago in the United Provinces and had failed. Societies started by 
prominent men in order to please the Collector would not do 
any useful work. Mr. Buchan said that Mr. Eremantle had mis- 
represented his scheme. He did not want prominent men. The Com- 
mittees would consist only of men who were really interested in 
co-operation. Mr. Wheeler (Bengal) agreed with Mr. Buchan 
that if the movement was to be a success it must depend on disinterested 
work, but he disliked Committees. They were too fond of sitting 
round a table and talking. He had much more faith in individual 
men working in small local areas in which they lived and were 
interested. He would recognise them officially. They should be 
appointed by the Registrar and should be called Assistant Organisers 
or given some such title. All depended of course on the careful 
selection of the men. Mr. Hemingway (Central Provinces) referred 
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to the C()-()pcriitiv(‘- Journtu which ha<] be(*n started in Madras. He 
thought that much ;L^ood would be done by a journal of this kind if 
the Eo^istrar noted brielly in it tlie results of his inspections of 
socie^'es and mentioned by nam(‘ membiTs of Committees who had 
done ^ood work. Mu. R\aiaoh\ndr\ K\o (Madras) said that he had 
more offers of non-ofiicial aid than he could make use of in Madras. 
Mr. CAMi’iiEEL (Eombay) said that his experience was that a society 
founded on sound lines was the best ai^ent for development. Its 
inllnence soon spread, and it led to the formation of other societies in 
the vicinity. He thought, however, that much ^ood would be done 
by Provincial and Divisional Conferences. Mu. Adinara yana Ciiettiak, 
Secretary of the Salem Distriel Bank, asked leave to make a small 
sui^^estion. It would be very ])0])nlar if a few selected non-official 
u^entlemen in each province who had been of assistance to the 
Registrar were jdaced on th(‘ distribution list of the Co-operative 
])ublications of (joveriiment, such as the annual AdministraMon 
Report on the working of the societies in the various ))rovinces. It 
would be of <^reat use to non-official <^(‘iitlemen to "ct these reports 
and to be able to keep in touch with the work ^oin^ on all through 
India. The (k)nference cordially approved of this suggestion. As 
regaixls the general question, il was felt that no cut and dried scheme 
coidd be laid down, and that it must b(‘ left to the Registrar and 
his staff to decide, with ndercnce to local conditions and the degree 
of development attained, how the assistance of non-officials could best 
be encouraged. 



[^EHracis from ihe Pro(re(h')if/f( of the Fourth (hnfvrenco of 
Reg infra rs, 1 909 . ] 

Oroanisation of Co-operative Stohks in TiVnu. 

Development of other forms of Co-operation. 

These two subjects were referrtKl to a Sub-(/omirnttee whicli was 
also asked to consider the ciuestion raised by Kdnwar Maiiaraj Sinoh 
( (Ini ted Provinces) as to whether societies and especially District 
Banks rai^ht legitimately en^a^e in other than strictly banking* 
business. The Sub-( committee was composed of Messrs. Buchan 
(Secretary), Enoeisit, Shfriias and Sii wia Rao. 

Mr. Buchan jiresent/cd the report of the Sub-Committee as 
below : — 

I. Co-operaiire Sforen. — The Committee’s first recommendation 
is that the Act be amended as soon as possible so as to make the 
registration of societies for co-oiienitive distribution^ production and 
eale clearly jiermissible. 

The Committee have come unanimously to the f*)llowing conclu- 
sions 

(1) That a society which deals solely in stores is not generally 
practicable in a purely rural district owing to the absence, within 
a workable area, of a sufficiently large and continuous demand for 
similar articles ; that while distributive annexes to rural credit 
societies are possible, it is highly undesirable that a credit society 
should deal in distributive business until it has thoroughly mastered 
its own sjieciB work; and that generally speaking, in view of the 
different areas which a Credit Society and a store can safely, and 
ought to, cover, and of the danger of each department damaging the 
othcr’.^ credit, it is desimble that the separation of credit and distribu- 
tive functions should, except in special cases, be insisted upon. 

(2) That in small towns, such as the head-tpiarters of sub-divi- 
sions, the formation of stores should not be encouraged unless prices 
are unduly high and conditions adverse to the consumer. 
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(3) That in the hoivl-c^uartor stations of districts and in large 
towns where the ]xh)]) 1(* are mainly wage-(‘arners and arlJlieial con- 
ditions have miuh' living expensive, distrihntive societies should bo 
develo])ed. 

At the same time the Committee wish to reiiord their opinion 
that minute oflicial supervision and assistance^ in the imitbu- of stores 
is neither jxessihle nor d(‘sirable. Tlu^sc; societies must stand on their 
own strength. Ihyond s<‘(‘ing that their rules mahe ad(‘(]uate ])rovi- 
sion for the safe and hon(‘st (‘.emduct of business and carrying out 
the annual audit, the Registrar ought not to interfere except in very 
special circumstances. To .safeguard co-oj>crat-iYe ])rineiples and to 
obviate possible' elangers the Committee consider that aelhorcnce to 
the following rules shouM be' strictly insisteMl upon : — 

{(() Crexlit she>uld be* forbidden, anel cash elealings only allowed. 
If a member re*(juires crexlit he should get it from his cash society. 

(/y) To preserve tlie ce)-e)]HU*ative nature of a se)eiety and to ])revent 
any tendency to ju’otit-seeking and trallic in shares the divielemd on 
shares should be limiteel by rule, shares should be made withdrawable 
only, and to their number no limit should be ])laced either by rules or 
by i)ract ice. 

(c) To guard against fraud and irregular practices, j)rovision 
should be made for effective control by the Committee of manage- 
ment; stock-taking should be frcMjuent ; and all olliecrs dealing with 
goods or money should be rcHpiired to give security in a certain 
amount. 

{(/) Speculation in any form should be forbidden. For instance, 
a society should not be allowed to purchast' large (piantitics of grain 
at a cheap rate with the object of placing it on a distant market and 
getting the benefit of the higher price. It should be insistcxl upon 
that the sole function of a distributive store is to gauge the wants 
of the irnmediatii locality and to confine itself to supplying their needs. 

(c) As far as possible the Stores should follow the methods of 
European distributive societies, ?vc., they should sell at the market 
price of the nearest large town (thereby minimising competition with 
the legitimate trailer), and after defraying exjumscs of management 
and placing 25 per cent, of the profits in the reserve, they should 
divide the balance between members and non-members according to 
the amount of their jiurcliases, non-members receiving a lower rate 
than members. 
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II. Other forms of co-operation . — The Committee consider 
that all other forms which are practicable in India are covered by the 
general term ^^Agricultural co-operation!^ Agricultural Co-operative 
Societies fall into three principal classes : — • 

(1) Supply f i. e.y distributive societies for providing the materials 
of agriculture. 

{"1) Products VC y such as co-operative dairies. 

(3) Sale, such as grain or lac selling societies. The Committee 
consider that- much might be done in every province in the matter of 
agricultural co-o])eration. Mu. SifiiuiAS csj^eeially, believes that in 
Eastern llengal and Assam tluTe is sco })0 f«r the co-operative supply 
of agricultural machinery (provided that suiricicnt attention is paid to 
the peculiarities of local agricultural ra(‘thods), and a promising market 
for a co-operative dairy in Dacca. At the same time the Committee 
would draw attention to the intricate and varied nature of the subject, 
We are not dealing with general agrieultuml retjuirements only, which 
are similar the world over, but with a complex market and the machi- 
nery of commerce. Hence there is no fundamental typo of society 
which might be recommended for general adoption. It is possible 
tliat each crop and product under the above three heads (supply, pro- 
duction and sale) may have to bo dealt with by a different type of 
society ; and success will always boa question of minute attention to 
details and conditions. The Committee therefore are rtot prepared to 
make any specific recommendations. They are, however, strongly of 
opinion that in each province, with the help of the Agricultural Depart- 
ments, a survey should be made of the principal crops and products, 
the methods of cultivation, production and distribution and the condi- 
tions of the market for each. And where the empiiry shows that 
co-operative methods can be used with advantage, they should be 
applied. 

II. (1) & (2).-— These special subjects have been covered by the 
general discussion above. 

(3) The Building societies contemplated by Mr. Sham a Rao are 
constituted on the lines of an ordinary Credit Society, except that 
their paraded capital and deposits will have to be raiscxl on Icng terms. 
Such societies can be registered under the Act, and the Committee 
consider that they might serve a useful purpose in large towns. 

The members are unanimous in recommending that until the 
Co-operative movement is thoroughly established and co-operarivc 

53 
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methods fully understood, societies of all kinds should be discouraged 
from dealing in other than strictly co-operative business. 

Mr. Wheeler (Bengal) invited attention to the finding of the 
Sub^Commitleo that a society which deals solely in stores was im- 
practicable in a purely rural area. So far as his experience went, he 
doubted if the remark was entirely true, and in any case he ventured 
to suggest that it required modification. The experience gained hard- 
ly justified sweei)ing gencmlisations at this stage, and the remark if 
it received the impriitmtuf of the Conference might tend to discourage 
experiments which might lead to useful results. The President moved 
that the words “not generally practicable^' should be substitut/ed for 
^impracticable'’. Mr. Bitchan said that he had no objection, and the 
report was amended accordingly. 

Mr. Golrlay (Bengal) drew attention to j)aragraph 1 (e) of the 
Report and said that the (juestion wliether Co-operative Scores 
Societies should .sell to non-members deserved consideration. The 
first principle of Co-operative (h'edit Societies with which the move- 
ment had hitherto mainly been concerned, was that non-members 
should bo rigidly excluded from the benefits of the society. In the 
case of Store Societies with cash transactions there was less danger, 
but he was inclined to think tljat Store should deal only with mem- 
bers and prospective members. He would explain what he understood 
to be the usual practice at home. The Store dealt with any one 
who wished to buy at current market prices. At the end of the year 
ifol profits after payment of interest on shares were divided up rate- 
ably among purchasers who had purchased goods in excess of a fixed 
minimum value. A member could claim his rebate in cash or invest 
it in the business. But as regards non-members, he believed that 
the rabate could not, as a rule, be claimed in cash, but must be devo- 
ted to the acquisition of a member's share. He was inclined to think 
that the same principle should be followed in India. At the end of two 
years unclaimed rebates would be credited, as in England, to the reserve. 
Me. Ramachandua Rao (Madras) was of opinion that dealings with 
non-members should be prohibited. This was the principle followed 
in all Co-operative Store Societies in Madras, even in the Triplicane 
Society in the Presidency town. The societies sold only to share- 
holders, but the shares were payable in small instalments. The essence 
of a Co-operative Society of any kind was that its dealings should be 
only with members. If this principle were departed from it would 
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be impossible to exclude undesirables. Mr. Wheeler iBengal) agreed 
as to the importance of having power to exclude undesirables, Mr, 
Buchan (Bengal) did not agree. If non-members were excluded, 
the operations of the stx)re would inevitably remain on a very limited 
scale, and members would not be attracted. The dealings wouM be 
in cash, and therefore in hie view the moral character of the purchaser 
did not matter very much. It would be easy to exclude undesirables 
from any share in the management which was the really important 
point. He agreed with Mr. GouiiiiAV that rebates in cash to pur- 
chasers who were not members should not be allowed. The 
rebates should be devoted to the acquisition of shares. Mr. Patel 
(Baroda) said that the question had been exhaustively discussed 
by the International Co-operative Union - at their Congress at 
Buda Pesth in 1904, and that the opinion of the majority 
of the Conference was that there was no objection to dealings with 
noq-members. Other liegistrars had not had sutheieut experience 
of Co-oiKjrative Stores to express an opinion on the point, and it 
was decided that until further experience had been gained it would 
be unwise for the Conference to record a Resolution on the subject. 

Mr. Fremantle (United Provinces) said that ex][)crience in the 
United Provinces had shown that it was not an easy matter to start 
Co-operative Stores and to supervise their working when they had 
been started. He suggested that it was advisable that such stores 
should be started in the first instance on • a small scale 
and only gradually enlarged. Mr. Buchan (Bengal) entirely agreed. 

Mr. Buchan (Bengal) suggested that it might be considered 
whether the subject of the co-operative insurance of cattle should not 
be taken up in addition to other forms of co-operation. The death of 
cattle was an important cause of indebtedness in some provinces, and 
perhaps the attention of Registrars might be directed with advantage 
to the question of devising a practical mitigation of the evil on the 
lines of co-operative insurance of cattle. Mr, Gourlay (Bengal) said 
that he understood that the question had been raised by Mr. English 
and that Mr. Engi.ish was of opinion that a practical scheme could be 
devised in Burma. Mr. Fremantle (United Provinces) doubted 
whether in India Proper any useful results would be attained. Any 
such insurance scheme, if it was to be a success, would have to extend 
over an immense area of country. The disease from which they bad 
most to fear in his province was rinderpest, and the most praofcioal 
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way of mitigating the evil of rinderpest, was preventive inocula- 
tion. 

Mr. Hemingway (Central Provinces) entirely agreed. Mu. King 
(Bengal) thought that the question was an important one, but that it 
was*more for the Agriculture and Veterinary Departments to deal with 
than for the Registrars of Co-operative Credit Societies. Me. Lalubhai 
Samaldas (Bombay) said that in his opinion it would be premature to 
take up the subject, and the Conference generally agreed in this view. 

Mr. Buchan (Bengal) drew attention to paragrAi)h II (3) of the 
Sub-Committee’s Report. Until the survey recommended by the 
Committee had been complete, he did not think that any real advance 
would be possible. He would suggest that one or two important 
products should be taken up as a beginning, and the condition of the 
market studied from beginning to end. He was already emjuiring in 
connection with ^/lee. Me. Hemingway (Cetral Provinces) thought that 
the recommendation of the Committee ^vas couched in much too indcli- 
nitc terms, and he hoped that it would be modihed by the Conference, 
If the Agricultural Department were brought into the enquiry, a very 
heavy burden would be imposed on it, and bethought that a Conference 
of Registrars would not be justified in endorsing the recommendation 
ill the ju'ccise form in whicli it had been made by the Sub-Committee, 
until the Agricultural Department had had an opporiunity of expres- 
sing an opinion in the matter. Mu. Gotielay (Bengal) recognized the 
importance of inaldng such enquiries, but the work involved would be 
very great and the enquiry would take years to eomi)lcte. Perhaps it 
would suffice for the present if the Conference contented itself with 
suggesting that Registrars should consult the Agricultural Departments 
of their respective provinces with a view to further discussion next 
year. Me. Wueelee (Bengal) thought that a beginning could be made 
by Registrars in specified local areas. After some further discussion 
the following Resolution was passed : — With reference to the survey 
proposed by the Sub-Committee, the Conference recognizes the 
importance of collecting information concerning the present methods 
of production and distribution of the principal crops and products of 
iK)untry and the conditions of the market in each case. But it consi- 
ders that such an enquiry can be taken up only gradually. A begin- 
ning however might be made, in consultation, if necessary, with the 
Agricultural I>e|>artment, in specified local areas where Co-operative 
Credit Societies already exist.” 



[Extracts from the proceedings of the Fifth Confereme of Registrars 
of Co-operative Credit Societies ^ 1911 

Finance and Contiiol of Co-oferative Credit Societies. 

The Committee commenced with a consideration of the Neuweid 
model of Union and Central 13ank. The Central Bank in Neuweid 
is a Joint Stock Company based on limited liability, which derives 
its strepgth from the village societies, which are shareholders. It 
operates only within the area of the Union which works along with 
it and it is intended to serve as a common cash box equalising excess 
and want : the dividend on capital is limited to per cent., and all 
surplus is carried to Reserve. It has the ])rivilege of obtaining 
advances from the Prussian State Bank. It lends direct to societies 
at per cent, and allows 3i per cent, on deposits. It has associated 
with it 13 provincial branch banks. It deals only with societies— 
and only societies can be shareholders. The Board of Directors is 
appointed by the deJegaies representing each society holding shares. 
Business is done mainly by means of cash credits with societies. 

The societies have formed themselves into Unions, the object of 
which is to create by co-opera.tion greater confidence. The Union is 
confined to a Circle equal perha 2 )s to an area of 4 or 5^ districts in this 
country. The object of the Union is to take common counsel, to 
discuss (questions of cemmon interest, to teach co-operative principles 
and keep them pure, and to affix a hall mark on affiliated societies, 
which adds much to the confidence felt by the public. Bad banks 
are excluded and the general standard is raised. The Unions are 
divided into sections (or sub-union sections) dealing with small areas, 
each with its own committee and these sections inspect the societies 
within them on behalf of the Union. Each section employs an 
inspector and the area is not larger than such an inspector can 
personally control. The section charges a fee for each insiiection to 
defray the expenses. The German Law, like the Indian, compels 
societies to submit to inspection, but the law permits inspection by 
officers appointed by recognised bodies of which the Union is one, 

Where the societies have a Central Bank of their own, ue,, a 
Central Bank in which they themselves hold all the shares, the 
delegate to the Central Bank and the delegate to the Union are 
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frequently one and ibe same person and consequently the two bodies 
really become closely connected. The Central Bank fully understands 
the value of the Union’s inspection and in all its transactions trusts 
implicitly to it. There are eases where the Central Bank is an 
outside body, hut there too the value of the Union’s hall mark i^. 
appreciated and the Central Bank lends almost entirely on the Union’s 
recommendation. The Union itself, however, has no financial 
constitution, nor does ii ‘’guarantee the financial transactions of any 
society. * * * 

The Sub-Committee are of opinion that the two questions 
(a) Finaihcej (b) Control and Sffperv{.vou, should be separatel}" dealt 
with. With ref^ard to Control they are of opinion that if the 
movement is to be made a success, the societies must co-operate with 
each other for their mutual benefit in f-he same way as individuals 
co-operate in societies. The object of such co-operation will be t-o take 
common counsel, to discuss truest ions of common interest, to teach 
co-operative i)rincii>les, and so to maintain these principles pure in the 
affiliated societies that thii fact that societies belon;T to the federation 
will affix tn them a hall mark of sound co-o])cration. To accomplish 
this end the societies must submit to an inspection of their accounts 
and working by the ro])rescntative body. 

The Sub-Committee are further of opinion that this body may 
without objection be united with a Central Bank provided the share- 
holders of this bank are the societies themselves, and they are 
inclined to agree that this principle should be followed even where 
a 'Few individual shareholders are introduced into the Central Bank 
with the object of securing better management. Where, however, 
the Central Bank is a joint st-ock concern, the shareholders of which 
are individuals and not societies, or in which the individual share- 
holders predominate, there should be a Union of societies distinct 
from the Central Bank, Several membei’s of the Sub-Committee 
iexpressed the opinion tliat the Union as such should have no 
financial constitution and should n(»t make itself responsible in 
any way for the debts of affiliated societies ; but inasmuch as three 
provinces — Madras, Central Provinces, and Burma — ^have organised 
Unions which do not finance but yet guarantee, they consider that 
it would be well to await the rejwrts of these provinces on the 
working of Unions of this kind during the next year before passi^ 
aby definite opinion on the subject 
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The Sub-Committee are of opinion that Unions of the kind 
recommended by them, should be confined to an area not greater than 
a district and, where possible, to a local area loss than a district. Such 
Unions where not united with a Central Bank have no need {pr a 
financial basis. The costs involved should be defrayed by a levy 
pro fata on the affiliated societies. They should be managed by a 
general meeting consisting of one or more delegates from each 
affiliated society with an executive committee consisting of about five 
members elected by the delegates. This committee should employ 
and pay the staff necessary for inspecting the societies and for pro- 
pagating the principles of co-operation. Ordinarily no society in the 
local area should be regisfered by the Registrat unless such registra- 
tion is recommended by the local Union and the Union should 
form one of the main channels through which the Registrar 
exercises his supervision and control of societies. Such Unions 

should be encouraged to hold local conferences. The name 

^ Union’ should, as far as j)ossiblc, be confined to such associa- 

tions and where they are combined with a Central Bank the 
association should be known as a Central Banking Union. 

Adherence to these terms will prevent much confusion in 
reports. 

With regard to Finance the Sub-(yommittee agree with the finding 
of the third Conference that Central Banks registered ^iinder the Act 
should be organised as Joint Stock Companies with limited liability. 
The shareholders should be the societies alone and the Central Banks 
should exist wholly for the benefit of their shareholders and should 
make loans only to societies which are shareholders. Where however 
it is impossible owing to the backwardness of the people to obtain 
the necessary business management, there is no objection in the first 
instance to admitting a small number of individual shareholders, but 
loans should not be made to such individuals. At the same time 
the Sub-Committee recognise that there may be circumstances which 
prevent the formation of such Central Banks and in these cases they 
consider that there is no objection to a society dealing direct with R 
joint stock company willing to finance it. The constitution of such 
joint stock companies however (if formed for the purpose of 
financing societies) should be carefully scrutinised by the Registrar 
before registration to insure that the interests of the borrowing 
societies are safe-guarded. The majority of the Sub-Committee are 
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o£ opinion that onfe of these safeguards should be the limiting of the 
dividends to 10 or 12 per cent. 

The Sub-Committee note that the Central Banks at present in 
existence check the security of tlie societies to which they lend bv 
one of three methods — (1) by a special staff appointed and paid for 
by the Directors of the Central Bank, (2) by accej)ting the inspection 
and report of a Union (or where the Union is amalgamated with a 
Central Bank, the Central JUnking Union) of societies, who them- 
selves pay and employ a staff for inspection, and (8) by relying on 
the insj)ections and reports of the B.(‘gistrar and his staff. While 
recognising that the third m<‘thod may bo necessary in the bciginning, 
the Sub-Committee are strongly of o{)inion that it. should be done 
away with as soon as possible. Of the otlu'r two methods where, as 
is recommended, the whole or the great majority of shareholders in 
the Central Bank are societies and the bank deals only with societies, 
the second, rh., the reliance on the reports of the Unions is 
preferable. It is Ixitter that the inspecting staff should be paid 
and employed by the Union or Central Banking Union which would 
collect the cost rateably from the societies than that it should be 
employed and jiaid out. of the profits of the Central Bank. Where 
however Unions do not exist,' the special staff must be paid by the 
Central Bank. 

As has been said above the Sub-Committee see no objection to 
combining a co-operative Central Bank with a Union, and such 
combinations should be known as Central Banking Union. 

The Sub-Cornmittee desire to re-affirm the finding of the third 
Conference of Registrars that the great aim of all Central Banks 
should be to accumulate local caintal, and only in the event of such 
capital not being forthcoming in sufficient quantity, should money 
be borrowed from outside. At the sattte time they recognise the 
desirability in all cases of a Ccntml Bank having a cash credit 
account with a Joint Stock Company such as the Bank of 
Bengal, Allahabad Bank, Alliance Bank of Simla or the Benares 
Bank. 

With regard to rates of interest on loans te societies the Sub- 
Committee are of opinion that the Central Bank should not reduce 
these below 9 to 12 per cent, in the first instance, even when it is able 
to borrow money at 6 per cent, to 7 per cent. The societies as a 
rule will take money willingly at these rates and it is desirable that 
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the Central Bank should build up a reserve of .its own as fast as 
possible. It has also to be taken into consideration that the 

societies should be encouraged to remit all idle money to the Central 

Bank. 



[ExtmcU from th Froceedings of the Seventh Conference of Registran 
of Co-operative SocietieSy 1913,^ 

Co-opEUATiYE Banks and Populaii Education. 

Mr. Crosthwaite presented the following paper for the considera- 
tion of the Conference : — 

** The worth of a co-operative society,” it has been shrewdly 
observed, is the worth of its members.” Worth,” from the 
co-operative point of view, is of two kinds, — moral and material. 
Now the worth of a new society formed from the poor and illiterate 
classes — and with such we are generally confronted in the Central 
Provinces — is crude in quality and doubtful in quantity. Of fx)tential 
worth there is probably much, of actual worth little. It is the aim 
of the co-operative movement to develop this act\ml worth by means 
of patient and ]3ersistent training. To this end every })ossible means of 
broadening the minds and widening the outlook of co-operators must 
be employed. No co-operation,” sa 3 ^s Mr. Wolff,* ‘‘can flourish 
without education. We may choose our own methods according to the 
circumstances of each case. The great jioint is that education as such, 
education as a main item, education in co-operation, in the mechanical 
services entering into its practice, and education in agricultural 
craftlore, should be placed prominently in the programmes of co- 
operation, in the very forefront.” 

• Certain European co-operative experts whom I have met do not, 
I am certain, understand how very backward rural India is as 
compared with even the least advanced of the European countries. As 
Mr. Montagu has so well expressed it, we have in India the fifth and 
the twentieth centuries side by side. And there i s far more of the 
fifth than the twentieth century to be seen in the picture which a 
Registrar has to study, I am not, however, one of those who hold 
that education must precede co-operation. On the contrary, I am 
convinced, after nine years^ experience as an organizer of co-operative 
societies in India, that the desire for “ education”-— I use the term in 
its broadest sense — ^is awakened in a most effective and practical 
manner by the influence of simple co-operative credit societies. 


• “ Co*operfitJon in AgricuUur©/* page 846, 
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Popular education can, in fact, very well commence with instruction in 
co-operative principles and methods. If Euroi)ean critics only 
understood the conditions under which we work, and if they 
were faced with the actual task of or<j;anization of India, they w^uld 
immediately grasp that Indian ttegistrars are right when they say 
that ''co-operative cloth must be cut accoiding to Indian means.^* 
and when the time comes to write the history of the movement in the 
twentieth century it will be remarked, I think, that whereas co- 
opemtive ideas were, in European countries, a pro^luct of education, 
the movement in India was, from the very outset, a means of 
education, — it was not education's child. 

No Registrar who understands his business^ will try and import 
an excessive element of officialdom into co-operative institutions, for 
he knows well enough that success in organization and solid perma- 
nent results are not to be obtained by sham co-operation. But a 
just* sense of proportion is necessary to keep the movement on safe 
lines ; and it is of vital importance that those who are at the helm 
of co-operative ix)licy should remember that in Germany and in 
England, as well as in other advanced countries, the co-operative 
movement was of popular origin and was at first opposed by Govern- 
ment. In India, on the other hand, the movement has l>een directly 
inspired by Govenirnent in order to raise the skill, character, and 
productive capacity of those persons described in Ijie preamble to 
Act % of 191 £ as "agriculturists, artisans, and persons of limited 
means, — a wide description covering some millions of people, but 
still, in my humble opinion, not nearly wide enough, unless, indeed, 
it is accepted that there is nobody in India whose means are un- 
limited and that therefore the scope of the Act is as broad as it can 
be. Unfortunately, amongst the classes especially contemplated by 
the Act the standard of education is extremely low. But as that 
standard is raised it is obvious that the prosperity of the country 
must also rise ; for with the growth of skill, character, and productive 
capacity wants and aspirations will certainly increase. In fact the 
healtl^y development of co-operation must induce a general advance 
in prosperity which will affect all classes in India. The movement 
is, in truth, calculated to benefit and educate everybody no matter 
whether officials or private persons and whether within the scope of 
the preamble to the Act or not. It must be remembered that the 
Government of India has definitely stated that the organiaation o| 
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co-operative societies is not to be regarded as part of the ordinary 
duties of the district staff, though Government has also declared that 
it fully recognizes that enthusiastic officers can do much to help the 
movement.*' What I have said so far may not,, on first considera- 
sion, seem to have much to do with co-operative banks and jx)pular 
education.’’ But exactly why my remarks are relevant will be 
understood when 1 mention that many of our best co-operative workers 
in the Central Provinces aiv Government officers, lawyers, merchants, 
landlords, bankers, Government pensioners, and the like. If the 
co-operative movement is to be attractive to men of so many kinds, 
the held of enterprise which it is to cover must be a broad one. It 
must appeal to the heart and the intellect and not only to the purse 
or to a sense of duU\ 

The mere lending of money is not in itself the aim of co-operative 
banking. At first, of course, we must be careful not to undertake 
too much. Ambition we must have if we are to accomplish great 
things; but ambition must not be separated fi‘om caution. Of all 
forms of co-operation co-operative credit is the easiest, and it is with 
credit ” that Indian co-o])eratioii commenced. The organization 
of co-oiwative concerns is, in these modern times, a business in which 
paid ex|)ert service cannot be dispensed with, and it is essential that 
jieople should understand that until the credit machinery is running 
smoothly and regularly, and until its limitations are properly under- 
stood by those in charge of it, a great deal of harm can be done to 
the movement by persuading or allowing men who have only entered 
i|j)on their co-operative studies to embark on schemes which ai*e too 
Jidvanced for them. In India, at present, I am afraid that the 
tendency is to press too eagerly for the introduction of very advanced 
forms of eo-o|)eration, the result being that there is a distinct danger 
of bringing in too much Government departmental assistance at the 
e^tpense of self-help. 

Now if we fail to insist on ** self-help " in one of the many 
'branches which co-operative enterprise may undertake we shall find 
it difficult to preach self-help ” as regards the other braoohee. I 
hold, it is true, that the time when the co-operative movement will 
be able to proceed altogether independently of Government will never 
come. Indeed, when we look at co-operation in other countries we 

• Govemnient of Indi* (Department of Bevenae and Agncultore) Cirookr No. 6* 

MoRS (paragraph 8) dated Oaloatta, the dOth March 1900. 
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fiad the State an important partner in the movement. A partner, 
it must bo admitted, whose activities are restricted, as a rule, to doing 
what is necessary to help the i)eoplc to help themselves. As far as 
the State and the eo-operative movement are concerned, the tru^ art 
of administration will be found, I suggest, in accurately placing the 
line which is to separate self-help pure and simple from State aided 
self-help. This line is by no means immutable, but must, from time 
to time, be shifted backwards or forwaids. At first, it may well be, 
by far the greater part of co-operative ground will be occupied by 
State aided self-help. But, if the State wisely administers its aid, 
the ground will gradually pass over to self-help pure and simple until 
the duties of the State towards the movement jstand out clearly defined 
in the light of ex}>erieiice. Popular self-hel[) is a delicate plant to 
grow. It requires ex})ert care and attention and, if forced, it perishes. 
The difficulty is to hit off the happy mean between a disastrous 
cocfdling and an equally disastrous want of supervision and training. 

The priiicii)les which 1 would like to see generally accepted are as 
follows : — 

(f) The progress of our co-operative banks (which include 
amongst their members and their directors the best 
educated men available) must not be confined to lending 
money only, but must extend to the spread of general 
enlightenment amongst the societies wliich are members 
of, and are financed by, the banks. 

(ii) In order to keep the active support of our educated workers 
we must captivate their imagination and show them 
clearly that co-operative banks are not intended only 
for the benefit of certain classes but that they fit into a 
scheme of general improvement. 

(m) Government must give the necessary assistance in carrying 
out this scheme but must not itself undertake too ranch 
or too little. Both ways lies danger. Safety can only 
be secured by correct adjustment. 

(t??) We mu^t be careful not to emulate too hastily certain 
advanced forms of co-operation in other countries. It 
is far better to await the results of education m co-opem- 
tion than to force the pace and make a mock of self-help 
by running societies with an excessive measure of 
Government assistance. If a project be such that 



4ti0 PEOVlSlON oi’ bOfeROWiNO FAClttttES. 

caDnot be a fair division of work between officials and 
unofficials, then clearly it is too advanced and should be 
postponed until unofficial co-operators are lit to perform 

^ their proper share of tlie task. 

I will now endeavour to point out by actual illustration how we 
have endeavoured to apply these principles in the Central Provinces. 
In the first place, we have had the greatest difficulties to encounter 
in the matter of the sinijde accounts which credit societies must either 
keep or have kept for them. When we first started rural organization 
work in 1901 early Kegisimrs were under the impression that we 
should have no great trouble in finding at least one member of each 
society who could and would keep the accounts satisfactorily. The 
secretary of a society was to be not only the trusted accountant 
uj)on whom the Registrar would depend for his annual returns, but 
he was also to be the guide, philosopher, and friend of the 
members. The Government Auditor would, it was assumed,* go 
round and audit a very nicely prepared set of accounts. As accounts 
were (and are still) very simple it was expected that one auditor 
would be able to deal with a very large number of societies. These 
were the lines we started work on in 190 k In that year I started a 
few societies in the Hoshangabad District (they were the first in the 
Provinces), and I remember that when Sir J. 0. Miller saw them he 
said they were not co-operative societies at all. But, such as they were, 
they were the only ones I could get the jxjople to start ; and although 
they were clumsy little birds they prospered and have now grown 
Imlthy co-o^^erative wings. It must be remembered, in this connec- 
tion, that Act 10 of 1904 provided for free Govermnent audit and that 
many people thought that every Deputy Commissioner ought to be 
the Registrar of his district. I am not going to dwell upon initial 
mistakes, especially as I made a good number of them myself ; still 
less am I going to point out how clever we, who have benefited by 
.those mistakes, have been in making natural progress. But for the ‘ 
efforts of a succession of able men, who had to carry on the work of 
the Registrar, in addition to other heavy duties, the movement in 
the Central Provinces and Berar would not be so far advanced as it 
is to-day when it is still on the threshold of its existence. The idea 
that capable Secretaries would be easily and frequently found was 
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soon exploded. It was then said by some that thn Provinces were 
not ripe for the co-operative movement. It was ur^ that until 
the spread of education became far more general it was vain to 
imagine that co-operative societies could succeed. But others sf us 
held different views ; and we determined to push on as best we could. 

Credit societies have money dealings, and where there are money 
dealings accurate accounts are indisi>ensable. Certain organizers, there- 
fore, formed their societies round the Secretary. And tlie result was 
that as tolerably efficient Secretaries were few and far between, co- 
operative credit societies came ink) existence which included in 
membership individuals from many villages scattered over extremely 
large areas. Now that co-o|)erative principles, are better understood 
I need not explain why mutual societies on these lines proved quite un- 
workable. In 1907, however, thanks to some very valuable advice 
from Sill J. 0. Miller, we first commenced (in the Jubbulpore District) 
to fbrm Raiffeisen societies, without share capital and with unlimited 
liability and indivisible reserve funds. It was generally expected that 
the movement would make very slow progress, that it would be long 
before it could establish itself in the money market, and that Govern- 
ment would, perforce, have to finance the societies. But Mr, Wolff 
urged that Government money was poison to self-help ; and what Mr, 
Wolff has to say is always well worth listening to. So we decided to 
try and do without Government money and at once we had a fresh 
problem to solve. In order to finance, organize, guide, and control our 
societies we started ** Central Banks.^^ Writing in 1907, in '' The 
Agricultural Journal of India* ” I said, Nobody pretends that a 
Central Bank with capital subscribed by the leading men of the tahsil, 
managed on purely business principles, and existing solely for the 
purpose of lending money to rural societies, is itself a Co-o^ierative 
Credit Society in any sense of^the term. Yet it exists for the purpose 
of associating the best business talent available with the co-operative 
' credit movement, and is intimately connected with the scheme for 
financing and testing the merits of rural societies. The Central Bank 
should, then, be registered under the Act. Shareholders in the Central 
Bank can, of course, reside anywhere, but the committee should be 
chosen from shareholders resident within the tahsil. M' hat is wanted is 
a committee with good local knowlege of all parts of the tahsil. It will 


• ** C(H>peratiro Credit and the Central Bank,” Volume II, Part I, January, 1907 * 
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not only control tHo internal affairs of the Central Bank^ but will 
consider the applications of rui*al societies for loans and decide to what 
extent individual societies are hanhahh. The Central Bank is not only 
to be the source whence rural societies are to derive their capital, but 
a means of "au<>in^ the worth of newly formed societies. It may be 
argued that too much power will be left in the hands of the Central 
Bank, that as ' interest speaks all sorts of tongues and plays all sorts 
of parts, even the part of ilie disinterestc'd ^ the central committee will 
be able to starve the rural societies and thus kill the movement. 
To this no present answer can be given. The question is 
one of confidence, and time alone can prove whether that con- 
fidence has been misplaced or That was more than six years 

ago ; and the men I was then writing about were the present Directors 
of our Central Banks who have proved so well that confidence in them 
was not misplacexl. In 1907 I had only just started the Sihora 
Central Bank and had formed a few rural societies of t he Raiffeisen 
tyiid. In the Central Provinces and Berar there were, altogether 03 
rural societies with a capital of Rs 31,001 and 2,154 members, and 
4 urban societies with a capital of Rs 28,500 and 007 members. We 
have marched some distance since 1907, and there were on the 30th June, 
1913 in the Provinces, the Provincial Bank, 25 Central Banks, (with 
their own Union), 1,300 rural societies, 40 industrial societies and 22 
other societies with a total membership of 27,292 and a working capi- 
tal of Rs 34,37,705. Results such as these could not possibly have 
been obtained but for (i) the initiative of Government and the help of 
its officers, (ii) the enormous amount of time and trouble freely given to 
the movement by our unofficial workers, and (iii) the fact that co-opera- 
tive credit was welcomed by the people and supplied a pressing need. 
Belniid the figures are very substantial facts produced by careful educa- 
tion in co-operation. There is not a man who has done work hr the 
cause without broadening his mind and bis sympathies while acquiring 
much fresh knowledge. Most of our Directors know but little cf 
modem banking, and nothing of its distant cousin "co-operative ** 
banking ; and, if I may be pardoned for saying so, many oi them, 
before they became co-operators, were surprisingly igndrant of Xndiam 
village life. But active co-operative work takes men out and abeut> 
mentally as well as physically. It rouses the spirit of action and of „ 
enquiiy, and, because men cannot be careless or dilatory in money 
matters without causing disturbances which it is impossible to 
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th^ power of actually doing things and not merely talking about them 
must be exhibited. Co-operation gives good men a chance of showing 
what they can do, it rouses a healthy spirit of rivalry, and it absolutely 
defeats the man who talks but does nothing. To get good results cons- 
tant work and unremitting care and attention to business are absolutely 
necessary. Beyond doubt the institution of co-o])erative banks has 
done much to develop the business talent of the Provinces on lines 
which must have a profound influence on the future. 

Then we have our annual Provincial Co-operative Conferences. 
These give men from the different Banks a chance? of meeting each other 
and comparing views on the numerous (piestions which are constantly 
arising in connection with the development ol^ the movement. The 
armngements for the first Conference were made by the Registrar. 
Sonic doubts were expressed as to whether interest in the movement 
was then sufliciently great to secure a good attendance. But more 
than 150 people were present, and the Conference was followed by 
some very valuable and remarkable results. Now we have a Conference 
Committee which is composed of un-officials who appoint their 
own Secretaiy and arrange all details in consultation with the 
Registrar. The holding of these Conferences has aroused a spirit 
of independent self-help which cannot but strengthen the move- 
ment. 

At first we thought that it was too ambitions to tinji our Central 
Banks into the more advanced co-operative institutions known as 
'^Central Banking Unions.'" We were strangers to the Joint Stock 
Banks ; but, in 1909, the late Mu. Deans, Manager of the Allahabad 
Bank, gave us our chance. And in the Government review of the 
co-operative work for that year the Chief Commissioner said: ''The 
past y^ar has witnessed an imi)Ortant advance. The Sihora Central 
Bank has shown that well managed societies may expect valuable 
support from the Joint Stock Banks and has further justified the claim 
of the District or Tahsil Bank to a place in the co-operative 
organization by its work in investigating applications of rural societies 
for registmtion, A financing society, working in a limited area, is 
exceptionally qualified to decide on the fitness and reliability of a 
borrowing society the sum of the local knowledge and influence 
possessed by its directorate is very large and its pwn interests demapd 
caution and a close adherence to the principles of co-operative bankii^ 
m the foundation of its client societi^. The Chief Commiseioij^ 
,56 



rwrimos at tomamm jumuxiM. 

wes in this derdopm^nt a veiy ifnportant practical contribotioa to 
the vexed question of organization." 

Our village societies "with unlimited liability,” once started, 
commenced to improve in quality and to show a spirit that had not 
been expected to appear so quickly. Accounts remained f.nd still 
remain the one part of their business which societies are quite unable 
to manage for themselves. From the rnnks of the societies ca|)ablc men 
commenced to appear ; and very soon the first type of Central Bank 
(of which societies were not members) will have vanished altogether. 
Societies hold shares and are members of Central Banking Unions and 
they have a voiec in their management and voles with which to make 
that voice heard. I consider this particular advance towards better 
co-operative organization to be far reaching in its consequences, and, as 
will presently be shown, it has enabled ns to deal with the question of 
account-keeping in a way which, but for this co-operative development, 
would be decidedly d<anp^erous. 

At first the Directors of our Ccutral Banks employed no paid staff. 
They had to master the details of their business before they could ho|)e 
to be able to ^uide and manage paid staff ; so, with the Registrar’s 
assistance, they did all the work themselves. In all our young Banks 
we still follow the same plan and allow no paid staff until Directors 
have acquired solid practical exjxjrienee. The Auditor on the 
Government staff assists, of course ; and, as a rule, we find that until 
Central Banks arc advanced enough to employ staff the Government 
Auditor has to actually write up the accounts of the credit societieB as 
well as audit them. We are fast getting beyond this very elementary 
stage ; in our well established banks the duties of Governinent are now 
oonfind to supervision and audit. They do not extend to the actual 
organization of new credit societies and the preparation of applicatkms 
for» registration, for the banks themselves are able to undertake this 
•work. Thanks to the fact that our Cential Banking Unions have 
banded themselves together in the Provincial Union ot co-operative 
Banks, which is a supervisory body formed to protect the movement 
from rash and unwise behaviour on the part of the individual banks 
which are (with their constituent societies) its mcmberB^ we hav‘e been 
able to provide machineiy by means of which co-operation may be run 
on safe lines with the assistance and under the supervision of the 
B^kstrar and bis small staff. This machinery I will deseriSbe 



wtoviMOK' 

In 1910 the movement commenced to grow rapidly. At 
the close of the year there were 280 rural societies with 7,622 
members, 8 urban societies with 1,247 members, and 1 2 central banks 
with 804 members. Capital reached the sum of Ks 5,02,080. But 
this growth brought new difficulties with it. hen I became 
Eegistrar,' in 1911, the movement stood in danger of starvation 
for want of capital. Deposits were not forthcoming ; stagnation 
threatened. Un-official workers were asking how they could be expected 
to make bricks without straw, and Deputy Commissioners wanted to 
know what was to be done. The Allahabad Bank was willing enough 
to advance money, but the Directors of that institution very reason- 
ably asked, ^*How is a Joint Stock Bank to judge the solvency of 
remote central banks which are strangers to it ?” The case of the Sihora 
Bank was e 5 (;ceptioDal; for Sihora is close to Jubbulpore and to the 
local agent of the branch of the Allahabad Bank. I had long cherished 
the i<iea of a Provincial Bank as the final link between the Central 
Banks and the money market. But, in 1907, I thought that we 
might, perhaps, be advanced enough for a Provincial Bank by 1927 ; 
for when the Sihora Central Bank started we scrai>ed together with 
the greatest difficulty, the enormous initial capital of Rs. 2,000. And 
most of the subscribers were sure that their money was lost to them 
ior ever from the moment they paid for their shares. I had already 
tried to organize two central banks elsewhere and had failed. IJn- 
ofBcial workers were, in those days, very few and absolutely new to the 
work; and when, in 1909, 1 spoke to the Hon^ble Mii. Mudholkab 
about my scheme for a Provincial Bank he told me th^t I would never 
succeed in floating it unless Government would furnish substantial 
guarantees. ^*Give us a Government guarantee”, he said, “ and Berar 
will give you as much money as you require”. Much the same attitude 
prevailed in the Central Provinces. However, by 1911 the position 
bad changed. Something had been done to show that these new-fangled 
eo**operative ideas had sense in them and central banks had steadily 
earned and paid moderate dividends. For the Provincial Co-operative 
Bank n capital of Rs 5,00,000 was asked for and was speedily over- 
sttbecribed. Most of*the capital came from Jubbulpore, in which 
district co-operation was firmly established. A great deal came from 
Nagpur, thanks to the coidial assistance of Sir G. M. Chitnavis; and 
the rest came from other districts in the Central Provinces. Nothing 
ecmid be obtainedr frotia' Berar. Hie Directors of the Allahabad Bank 
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were sympathetic ; for they wisely perceived that co-operative banks are 
allies of and not rivals of the joint stock banks, and they accepted the 
Provincial Bank as the link necessary to complete the chain between 
the^ small and distant village society and the <^reat money marlcetfi. 
The Provincial Bank has a strong Board of Directors with whom the 
Registrar works in close consultation. But at the request of the share- 
holders themselves, the Registrar has been exercising and must, for 
some considerable time to come, exercise corlain executive powers which 
are essential to the prompt disposal of business. Here again, it may 
be noted that the Directors of the Provincial Bank are being brought 
face to face with numerous problems with which, but for the Provincial 
Bank, they would not have had any chance of ])ecoming acquainted. 
Education in co-operation is leading them along fresh and broader 
paths of knowledge and thought. AVith the opening of the Provin- 
cial Bank to deposits (an event which has (piitc recently occurred) and 
the strengthening of its connection with the money market we shall 
pmbably be able, l)eforo long, U) organize co-operative mortgage credit 
societies for our landed j)ro2>rictors, many of whom are eomj)laining 
that co-operation has left them out in the cold. ilunj will co- 

opera fe or not remainay of eoar^sey fo he aeev. 

Before the Provincial Bank started work it was diflicult and indeed 
almost imjwssible for the Central Banks to accept deposits with safety. 
Term deposits, if accepted, carry with them the necessity of meeting 
all obligations to depositors exactly on the due dates. Anybody who 
has had actual experience of co-operative banking must be aware that 
the requirements of societies cannot be made to fit in with a bankas 
liabilities to its depositors. The provision of ample cash reserves or of 
resources from which cash can at once be obtaim?d to meet withdrawals 
has to be made before deposit banking can be undertaken. Such pro- 
vision the Provincial Bank has been able to make ; and so it has been 
possible for our Central Banks to turn their attention to deposit bank- 
ing. The results have been surprisingly good ; and Central Banks 
have been able to prove that they have the confidence of the public 
and can obtain large amounts in deposits. Much of the money depo- 
sited was lying idle before it was entrusted to Central Banks; and I 
cannot but point to this introduction of deposit banking as yet another 
most valuable result of popular education in co-operation. Not only 
dq Central Banks receive deposits ; but societies also accept deposits 
from their own members. Certain minimum annual deposits ha^e to 
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be made according to one of the bye-laws of societies. Now societies 
dislike this bye-lawj and they try to disregard it. But after a 
year or so they commence to appreciate it ; and there are now grounds 
for hope that the pmctice of burying metallic money in the ground 
will giadually disap[)ear. 

The idea of reserve funds is a novel one to tlie societies ; indeed it 
was novel enough to Central Banks, many of which were eager to 
distribute as much profits in the shape of dividends as quickly as they 
could. The largc-i' the first dividend the better, they thought, was 
the quality of their business and the greater the proof of their success. 
The value of the reserve funds is now more generally appreciated 
simply becanse enlightenment has come \yith the co-operative 
movement. Another advance wdneh is remarkable is the change in 
attitude displayed towards borrowing as such. At first Central 
Banks paid far more attention to the borrower’s credit than to the 
necessity and nature of the purpose for which the loan was required. 
But Central Banks now understand, and so do societies, that 
borrowing except for productive purposes is not calculated to induce 
prosperity and to increase assets. A saner and better use of credit is 
being made, bid neat ion in co-operation has had this amongst other 
effects on j)opular character. In some districts, too, a marked 
decrease in litigation is being attributed by District Judges to the 
spread of the co-operative movement ; and I know ^liat a healthy 
public opinion has appeared in villages in which it had either never 
existed or had been dead or asleep before co-operation commenced. 
It is not in financial statistics alone that the work which is being 
done is to be seen. Yet it cannot bo too strongly insisted on that 
vitality depends on successful finance ; not, of course, on the earning 
of lafge dividends gained by the exploitation of ^ borrower to hia 
detriment, but on the effectiveness of that disci^Ried organization 
which makes every man feel that he must do his full share of work and 
acquit himself honourably of his duty. Co-operators have asked for and 
have obtained public support. They are trustees for public money, and 
if any of that money is lost, confidence in the movement — I will go fur- 
ther and say confidence in the future of the country— will be shattered* 
I have already referred to our Union of co-operative banks. The 
objects of this Union are, as stated in its bye-laws : — 

(i) to provide a regular and efficient system of supervision^ 
audit and control for ail banks and societies enrolled in membership ; ^ 
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4 (ii) to «ecure' uniformity of practice and unity in dfort-itod in 
sfim amongst all eo-operativc bodies in the Central Provinces and 
Bcrar ; 

(tii) to work for the common "ood of all co-operators and 
especially to see that eo-opc native business is conducted on sound, safe 
and j)rogressive linos. 

The Central Banks each elect one delegate who is duly empowered 
to act and vote on their belialf at the meetings of the Union Congress 
wliich is made up of these elected delegates. The Congress elects its 
own Governor, who may be the Registrar or any other duly qualified 
person. At present the Registrar is Governor, and, as such, he 
nominates from the Congress members his own -advisory council of 
four. The Governor’s term of office is terminable only by his death, 
resignation, or the vote of a two-thirds majority of the Union 
Congress. The Manager of the Provincial Bank is Secretary of the 
Congress, c.V‘offu‘io, Every Central Bank must submit an annual 
budget to the Governor showing : — 

(i) the name and the number of paid servants to be maintained 
by the Bank and its societies daring the ensuing year ; 

(ii) the salaries to he paid to such servants (a) by the Bank, 
and (b) by societies j 

(iii) the approximate sums to he expended on stationery, 
printing, etc., for the Bank and its societies ; 

(iv) the means by which it is proposed to raise the fnnds to meet 
these expenses. 

Our Oeuti’al Banks, of course, meet their expenses and pay their 
Managers, lnsjH?etors, Accountants, etc., from the income they 
derive from interest j mf, it must by noted, from the interest on 
reserve funds is left to accumulate in reserve. But the boirowing 
societies carry the whole of the difference between the rates of interest 
paid by societies and their individual members, as well as all jwofite 
on deposits and on accumulated reserves, to their reserve funds, which 
we fully recognize must be strengthened with the least possible delay 
^by all the means at oiir disposal, To this policy wo intend to hold 
'fast; at any rate until reserves hear a far greater proportion to 
liabilities than they do at present. Meanwhile, until we can pmdently 
devote the income from invested reserve funds to meeting annual 
^^penses, we ask and expect the members of our eo-operative societies 
US in the efforts we ure making for them. AndCesteit ^ 



Banks bav^, almost without exception, adopted a simple rule uiider 

which each individual member of every society pays an annual Unioli 
subscription of Re. 1. This is an absolutely inclusive charge and, in 
return, a tiained and effieient staff is maintained for the sj|Beial 
purpose of writing up the accounts of the societies, while all stationoiy, 
is also supplied. ‘Under this scheme in our advanced banks, 

to every circle of 100 societies is appointed a Union Auditor. Union 
Auditors are under the solo direction, e^^ntrol, and discipline of 
the Governor of the Union ; byhim they are apy>ointed and by him 
dismissed ; they work under the Government Auditors, and no man 
can be employed to audit unless h(‘ is recognized by the Registrar 
under Section 17 (i) of Act of 1912. For every circle of fifty 
societies a Union Mohiirir is employed. Union auditors are in a 
class alone, but they as well as Mohurirs arc paid by the societies and 
in this important respect they are distinct from Ba7ik staff 
(which is, of course, also Unioti staff). No pains are spared to make 
societies understand that the men they pay are thoir serv'ants and 
not their masters. Societies are learning this very readily ; and they 
are quick to detect and to complain of any shortcomings on the part of 
their servants. It has already been pointed out that societies have 
votes in the Bank which they belong to ; and it is this control which 
societies possess over a Rank's affairs which renders it safe to employ 
Union staff. Were societies merely the customers ^of a Bank and 
not its proprietors I believe that this i)aid staff would speedily become 
a colourable imitation of the subordinate Government staff, — the 
Patwari, the Irrigation Amin, and the rest. Education in co- 
operation is revealing many things to the humble peasant, and the 
1 ‘evielation connot fail to have a stimulating and purifying influence on 
ru^ poHtacs and environment. 

The formation of the Union, itself a product of education in tso. 
oj^rition, has had and is having a very satisfactory and remarkable 
influence on the quality of the work done by co-oi)erative banke. 
Regularity and strict attention to essential banking detoil is replacing 
qiasmodic effort and unpunctuality. Our banks have got far to 
tiav4 they are perfect ; but if they ever develop into modei 

uiatitations, as I hope they will, it is to the Union that they will own 
ba more than they at present dream. 'Thanks to the Union an annual 
inorease. in iduiiO capital is now assured. And to the Union is, 
ipe the eatahli^etit of a Famine Insuraj^ce Fund which wSft 



440 


PEOVISION OP BOEEOWINO FACILITIES. 


increase steadily as the years pass. Union bye-law No. 18 runs as 
follows 

'^Every Central Bank shall, with its constituent societies, make 
an annual contribution to the permanent and indivisible 
funds of the Union. Such annual contribution shall be a 
sum not less than 25 j)er cent, of the annual exj>en9es 
budgeted for. Then follow th(‘se bj'e-laws : — 

“The annual contributions spcKiifled in bye-law 18 shall be allotted 
to the respective Central Banks makiu^^ them and Central 
Banks shall em])loy the whole of the money so allotted in 
an increase of their share capital. 

“Share capital thus obtained by Central Banks shall be employed 
by them in their own co-operative business, but shall be 
held by them on behalf of the Union and the shares shall 
stand in the name of the Union. 

“The dividends earned by Union shares shall be paid to and 
invested by the (jovernor of the Union in Trustee Securi- 
ties to form a Famine Insurance Fund to accumulate at 
compound interest, “In the event of famine or wide- 
spread crop failure and coi^sequent tightness in the money 
market the financial resources of the movement may 
seriously contract. To provide for such a monetarj^ ensis 
the Governor of the Union shall have power to make 
loans out of the Famine Insurance Fund to the Provin- 
cial Co-operative Bank in time of need at the average rate 
of interest at which the Provincial Bank was obtaining 
loans from the money market during* the preceding twelve 
months. Such loans shall be of the nature of temporary 
advances only and the Provincial Bank shall bind itself to 
recoup both principal and interest to the Famine Insu- 
cance Fund as soon as the money market becomes normal 
again, 

The spirit of these bye-laws is the spirit of prudent co-operators who 
have not been blinded by a new enthusiasm to their duties as servants 
the public. Nor has the Union failed to think of thje-pfeid co-opera* 
tive staff whose lives \vill be spent entirely in the service of the oause^ 
The Union can employ no servant who is without a Union license ; and 
this *will give the staff a recognized status. There is a Provident Pund 
too, and to this the Uijion adds for every servant 10 per cent, of h|i» 
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mh/ry } eotapound interest at 6 per eenti is allowed on these eontronw 
tion and is credited to each account. Dishonest jr and gross neglect of 
duty are punished by forfeiture of all claims to any share in the Provi- 
dent Fund. Before full privileges in the Fund are allowed 15 yeuH^of 
aj^roved service must have been completed : while special rewards are 
promised to service of exceptional merit and length. Such, in brief 
outline, is the Central Provinces U nion of Co-operative Banks which^ 
unless I am absolutely mistaken, will help not a little in the advance- 
ment of popular education on practical co-operative lines. 

In conclusion I must mention the valuable work being done by co- 
operative banks in the technical improvement of agriculture and indus- 
tries. Thr xgh the channels opened out by Central Banks, by their 
agency and with the assistance of their Directors, the ex|)erts of the 
Agricultural and Industrial Department, whose task, as we all know, 
one of extreme difficulty, are steadily getting into touch with societies 
of m8n willing and prepared (though by no moans perfectly prepared) 
to listen to them. This satisfactory result has been gained because, 
through Central Banks, communication has been rendered possible with 
the small individual cultivator or artisan in his isolation, and his igno- 
rance, From their Central Banks, moreover, societies lean obtain 
on equitable terms, the funds for better seed, better implements, and 
better cattle, and better silk, better yarn, purer metal, without putting 
their heads into the noose which that universal person, the usurer, knows 
so well how to slip tight at his own convenience. If lack of wholesotoe 
cnedit stood in the way of agricultural and industrial improvement a 
few years ago it need do so no longer. And as popular education in co- 
operative methods progresses the efforts of the Agricultural and Indus- 
trial Department must become more and more effective. Our best 
banks are already thinking of having their own small demonstration 
£arms which can easly be inspected and guided by the Agricultural 
Department These farms will adjoin the new buildings which banks 
must build themselves before very long, and thus situated they Will 
serve as continuous object lessons to the many thousandsfof cultivators 
who come to the Central Banks for money. I have already been 
by unimaginative people why co-operative banks should undertake 
work of this kind. My reply is that in the best and most snooessful 
kinds of modem business the science of philanthropy has been found 
Imth necessary mid profitable. Prom the purely business point of, view 
It ant sure that it will pay co-operative banks to make popular educatibh 
' 5 « 
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part of their progj'aiames. I think I can quite safely go further than 
that and say that unless co-operative banks do make popular education 
part of their business they will decay just as rapidly as they have 
sprung up. I take exactly the same view of the industrial aspect of 
co-operative work. Commencing, quite simply, with societies foi credit 
and thrift, Central Provinces weavers are turning out better and more 
marketable staff and are already buying raw materials wholesale. They 
have just commenced to think of co-oi)erative sale j and they 
are asking for the fly shuttle looms they flatly refused to 
consider only flvo years ago. Bmss and bell-melal workers are 
difficult j)eople' to porsujule ; but even they are commencing to use 
stamping presses and improved lathes specially designed for their needs 
by Mr. Cove, Hea/Imaster of the School of Handicrafts in Nagpur. 
These are encoiimging signs ; and there can be no doubt that 
as the co-oj)erati ve credit and banking machinery becomes more 
efficient, faster, and less clumsy in operation, co-operative enterprise 
will extend to the production of superior varieties of wheat and 
cotton, to the breeding of pedigree cattle, to the control and mange- 
ment of cotton gins to the wholesale disposal of manufactured articles, 
to the production of pure seed of guamnteed quality and germination. 
We are already doing something to direct popular effort in these 
directions. But I hold that Government need be in no hurry to in- 
troduce these schemes for they will be found knocking at the door as 
soon as our banking and credit arrangements are in order. 

A little first-hand knowledge of co-operative work has an excellent 
effect upon those who form, u|)on theories and book learning, opinions 
which are too optimistic or too pessimistic. In co-operative afbirs 
simple facts count for so much; and Registrars have to deal with 
things as they are and not as they ought to be. The interests at 
stake are so great and so complex that they cannot but 'be, and must 
always continue to be, the intimate concern of Government. But as 
I have already said, the co-operative movement can easily be ruined 
and the whole structure of our banks and societies can be brought . 
crashing to the ground by either too much or too little control It is 
the duty of the Registrar to act as co-operative adviser to Guvenilxieii^ ^ 
as well as to tlie people; it is the task of the Registrar to see that 
official and unofficial efforts are blended harmoniously together 
He must fake his good where he finds it; he must know the 
waters over which he has to pilot * the movement; and he 
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ttot allow that aimless drifting which is certain to end on tbe^ 
rocks of monetary loss. It is essential that a Registrar should properly 
appreciate the means at his disposal and be definite in his purposes and 
aims. For when all is said and done, it is the Registrar who has^ to 
frame the policy of co-operative banks; and it must be his care to 
make this policy generous and comprehensive. There has of recent 
years been much discussion on all sides as h) what Registrars should 
do and should not do. Similary, there has been much argument as to 
the exact pirt which Government should take in the co-operative 
movement. This paper has been written in the hops that an account 
of our development and our experience in the Central Provinces may 
assist in the solution of these problems. I have tried to show that 
where officials and unofficials have worked earnestly together for the 
cause, there, and there only, have good results been obtained. Where 
on the other hand, such co-operation has unfortunately been absent 
nothing has been accomplished. It appears to me that the future of the 
co-operative movement in India depends upon the continuance of an 
equitable partnership between the State and people, and I believe 
that this will become more and more evident as our co-operative 
education proceeds. That popular effort will sjwedily gain in strength 
and volume must be our pious wish. 



\Extract9 from the Moral and Material Progress Report of India, 
Decennial Issue, 1913, pp. 249-62.] 

Co-operative Credit Societies. 

The Co-operative movement in India is a recent development, due 
to action taken by Government. It has hitherto btien concerned 
almost exclusively with credit societies, thou<^h activity in other 
directions is beginning. The movement is not eontined to 
agriculturists, but it was with a view to their benefit, mainly, that 
societies were started, and the great bulk of the societies arc ruial. 
It may safely be said, also, that no line of advance offers greater 
possibilities in the way of the improvement of agriculture. 

The possibility of improving the credit of the rural population in 
India by the establishment of a system of Co-operative Credit 
Societies had, at the beginning of the period under review, been for 
some time engaging the attention of the Government of India. The 
question had previously been taken up independently in some 
provinces, and in some cases practical steps had been taken. The 
most striking development of the co-oi)ei*ative principle on indigenous 
lines had taken place in Madras, where the nidhis, described as mutual 
loan funds, had attained on the whole a very considerable degree of 
success, in spite of numerous failures due t# fraud, ignorance, the 
unsuitability of the law, and the absence of supervision. There were 
ill 1901 over 200 nidhis, with 36,000 members and a subscribed 
capital of £1,700,000. They found their clients, however, among a 
more highly educated and advanced class than the mass of the 
agricultural population, to whose needs their constitution was not well 
ad|bpted. In other parts of the c.ountry the societies that had been 
started bad hardly {massed the experimental stage. In the United 
Provinces steps had been taken in 1900, at the suggestion of the 
local Government, to establish societies in many districts in the 
Punjab a few societies had been formed about 1898 by distriet 
officers on their own initiative, and in Bengal several societies had 
been started, and appeared to have attained some success und^ the 
fostering influence of sympathetic officials. 

In 1901 a Committee was appointed by the Government of India 
to consider the whole subject in the light of reports from the koat 
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Sfoyernments and of 9io experienoe already gained, in the provinceB 
referred to above. The report of the Committee was laid before 
Parliament. It was now apparent that no real advance was possible 
without legislation, the elaborate provisions of the Companies ^Act 
being wholly unsuited to societies of the kind in question. Legislation 
was therefore undertaken with the object, firstly, of taking such 
societies out of the operation of the general law and substituting 
provisions sj)eciaUy adapted to their constitution and objects, secondly, 
of conferring upon them special privileges and facilities, so as to 
encourage their formation and assist their operations, and, thirdly, 
as a necessary corollary, of taking precautions against the improper 
utilisation by sj)eeulators and capitalists of privileges not intended 
for them. 

Leffidatioii, — A Co-oi>erative Credit Societies Bill was accordingly 
introduced in the Governor-GeneraVs Legislative Council in October 
19(13, and passed into law as Act 10 of 1904. In view of the wide 
diversity of conditions in India, and the experimental nature of the 
measure, smjdicif^ and ela^ticU^ were kept in view as cardinal points. 
Broad princiides were laid down, and certain precautions insisted on, 
subject to which, and to rules to be made by local Governments, in 
the same spirit, in accordance with local needs, the ixjople were to be 
left to work out their salvation on their own lines, the function of 
Government being confined to sympathy, assistance and advice. The 
object of the Act, as stated in its preamble, was ** to encourage 
thrift, self-help, and co-operation among agriculturists, artisans, 
and persons of limited means. ” Local Governments were em- 
powered to appoint provincial Registrars of Co-operative Credit 
Societies, whose duty it would be to scrutinise applications for 
registration under the Act. Subject to the provision that any 
association of not less than 10 persons might be registered by the 
gpecdal order of a local Government, the Act laid down that a society 
should consist of persons residing in the same town or village or the 
same group of villages, or, subject to the sanction of the Registrar, (A 
members of tlie same tribe, class or caste. Societies were classed as 

mfai or ** urban and it was laid down that four-fifths of the 
members must be, in the first case, agriculturists, and in the seeond, 
non-agrioulturists. In the case of rural societies the liabHity oi 
iiMHiibecs was to be unlimited, unless a departure from this rule wme 
ipedaRy sanctioiied by the local Government j in the case of urltea 
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societies, liability might be either limited or unlimited, as might be 
provided by bye-laws or rules made under the Act. Profits, in the 
case of a rural society, were, in the first instance, to be carried to a 
reserve fund, or a})[)lied to the reduction of the rate of interest, and 
a l)onu8 might be distributed only when requirements in these 
directions ha^l been fully met ; urban societies were also to carry at 
least a quarter of the annual profits to a reserve fund. Loans were 
to be made only to members, or, sul)je<;t to the consent of the 
Registrar, to a rural society. Limitations were placed on the interest 
in a society that might be held by a single member, and on the 
transfer of shares. Privileges included the exemption of a member’s 
shares or other interesti^ in the capital of a society from attachment 
for private debts, the grant to societies of a measure of priority over 
ordinary crerlitors in enforcing claims on crops, cattle, &c., and 
provisions for exemption, at the discretion of the Government of India, 
from income lax, stamp duties, and registration fees. Provision was 
made for compulsory ins])eetion and audit by the Registrar, for 
compulsory dissolution, subject to appeal to the local Government, 
and for li([uidation under a simple; procedure. Finally, wide rule- 
making jKiwers were conferred upon local Governments. 

The development of eo-oj)erative societies during tlie period under 
review took place under the Act of 1904, but in the last month of the 
decade tlie Act was repealed and n^placed by tlic Co-operative Societies 
Act (Act 2) of 1912, which introduced important changes in the law. 
Experience had shown that, in spite of the simplicity and elasticity of 
the earlier Act, there were certain respects in which it was desirable 
*to extend its scope, and some points in regard to which amendment 
of the detailed jirovisions was required. The first change made is 
indicated by the difference between the titles of the two Acts. With 
the spread of co-operative credit societies, there had arisen in many 
parts of India a desire to initiate other societies of a co-operative type, 
having for their aim the production or distribution of commodities 
and not merely the provision of credit. The new Act accordingly 
provides for the registration under the Act of any society '^which has 
as its object the promotion of the economic interests of. its members 
in accordance with co-operative principles,” or any society "established 
with the object of facilitating the oj)erations of such a society.” The 
statutory distinction between "rural” and "urban” societies is dropped, 
the radical differentiation between societies with limited and 
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unlimited liability alone being? retained. The principle that agricultural 
credit societies must generally be constituted 6n the basis of unlimited 
liability is retained, but with a view to bringing within the provisions 
of the Act societies that have grown up and done useful work in some 
parts of the country, the distribution of profits by ^‘unlimited" 
societies is allowed in cases where thiiv course is sanctioned by the local 
Government. The fourth new feature of imiKirtance in the Act of 
19r2 is that it provides for the formation of societies the members of 
which shall be other co-operative P(x;ieties. The gronjiing of societies 
in this way into unions, and .their financing by means of central 
banks, is an essential feature in European systems, and action on these 
lines had already been found feasible in most jirovinces of India. The 
other changes introduced by the new Act were of less importance and 
do not call for special notice. 

Progress of the Co-openif ire Morehieni. — Thi* ])rovinQial Registrars 
appointed after the passing of the Act of lOOt wore expected not 
only to carry out their formal duties under the Act but also to foster 
in every possible way the growth of the co-operative movement. In 
the instructions issued by the Government of India, local Govern- 
ments were invited to seUx^t a few districts in each province in which 
theexiieriment might be most hopefully tried, and it was pointed out that 
it would be advisable to start cautiously and to progress gradually. 
Stress was laid on the necessity of reducing restrictions /o a minimum, 
so that the people might be encouraged (subject to certain necessary 
safeguards) to work out the problem on their own lines with such 
guidance and help as could be given to them. 

"When the Act was under discussion many doubts and fears were 
expressed. These have in great part been dispelled by subsequent 
experience. It has been found that the root of the matter does exist 
in India, and that Indians will co-operate, that unlimited liability is 
is not a bugbear, that societies have succeeded in attracting capital, 
and that they have not found the absence of a summary procedure an 
insuperable difficulty in the way of collecting their debts. Making 
every allowance for the facts that India has been able to profit by 
the experience gained in other countries, and S.hat the pioneer work 
has been done by the State and not by individuals, progress has 
indeed been extraordinarily rapid. Even so, the movement 
has as yet touched only the fringe of the vast population 
concerned. 



^beea' W'dijisKi^'y^ 

lilt ^ ^aeral qae&tions have arises. It sooa beouie 
that tlie future of the moTement depended on the sooGeesfid 
|’0Qh[|m of the two connected problems of finance the fromdon 
\ supervision. The main obstacle to expansion in the 

easiest stages was the difficulty of attracting outside capital, and, on 
the other hand, the limits of personal supemsion by the Registrars 
were soon reached. The importance of avoiding anything like a 
general officialising of the co-operative movement has always been 
k^t in view, and development was intended to proceed along lines 
which would render it possible for societies to provide supervision for 
themselves. It was recognised that the combination of village societies 
for the purposes of finance and control was as important as the combi- 
nation of individuals, and that such combination was intimately con- 
nected with the problem of giving them access to the outside money 
market. Pending the solution of these problems, the policy generally 
adopted by Registrars was one of consolidation rather than extension. 
The ideal held up was the formation of societies into local and central 
unions which would not only finance their own societies but also super- 
vife them and encourage the further growth of the movement. So 
far as finance is concerned, there are now in all provinces a number 
'^crntraF* societies, which lend to other societies only, and are estab- 
lished for that purpose. As regards supervision, progress has been 
^ made in varying degrees in the direction of the ideal above referred to. 

- ''UnioBs" have been foimed in many parts, some of which exercise 
l^ttpervisory functions only, while others, such as the "Central Bank- 
iiig Untons'’ of Bengal, also finance their affiliated societies. 

In Bombay a new departure was made in 1911 in the form a 
"^^tial bank — ^the Bombay Central Co-operative Bank^with a Govern- 
guarantee for the interest on its debentures. The bank^ whidl 
founded on the initiative of leading local capitalists, lends only 
credit societies, subject to the approval of the Rag!silfti^<. 
a tate of interest which must not exceeds per oont. It wm- 
in October 1911 as an urban society; 

, A loatter to whiclf special atten^||a has been dirootnl is the cum* 
of the efforts the co-operative and agricuituEal departmants 
^1^/^ development of agriculture. Co-operative work ha« in mmif > 
been brought iutoeontiaet with that of agricultUnd 

SQCietieB of a co-operative character have been'idnrM|||^| 
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in many other ways the desired combination has already been brought 
into play. 

Satisfactory features of the general development of the co-opera- 
tive movement in India have been that only a small proportion of^fche 
capital of the societies has been advanced by the State, that the purposes 
to which loans have been ap])lied have been almost entirely productive^ 
and that loans, generally speaking, have been punctually repaid. The 
rates of interest charged vary, but are ecnisidoably lower than those 
charged by local motuy-lenders; it is estimated that, at a low compu- 
tation, the agriculturists of India are saved £100,000 in interest 
charges for every £1,000,000 lent out by eo-operative societies. 


57 



Egyptian System of making Loans to AaiiicuLTUBisTS. 

[^E'ii'racis from ihe Bepori on the Adminiafrafion of Egt/pf and the 

Sondany 1895'] 

The Government has done something to aid the cultivators. In 
]894, they received advances of 5,000 ardebs of seed (1 ardeb 
= ‘2()7lhs.) ; in ](S95, the (juanti ty was increased to 8,000 ardebs. The 
reason why advantage is not to a greater extent taken of the offer made 
by tlie (jovernment in tbis connection is, that the cultivators are but 
too often so deeply jdedged to the petty money-lenders that they are 
unable to resist tiie pressure, Avhieh these latter naturally bring to bear 
on them, to abstain from asking for advances of seed from the Govern- 
ment. 

The remedy which would probably be the most ix)pular amongst 
the land-owning classes in Egypt, and which has, in fact, frequently 
lieen suggested to me by several leading Egy])tians, would be to esta- 
blish a Government liand Bank, which would redeem the whole, or 
nearly the whole, of the present mortages, and would for the future 
advance money at reasonable rates of interest on the security of the land. 
Those of my native friends who have spoken to me on this subject 
scarcely appear to realize the grave objections which may be urged 
against a project of this description, nor the very large amount of 
capital which would be required to carry it into execution. Apart 
from the fact that it would result in the Government becoming the 
creditor of a large part of the population, which is, perhaps, scarcely 
desirable on political grounds, it is to be observed that, in order to 
attain the object in view which is, I conceive, to afford ]iermanent 
relief to the land-owning classes, another step would have to be taken, 
namely, that all private mortgages upon land, on the security of which 
the Government had advanced money, should be declared invalid. Un- 
less this were done, a large number of cultivators, after having 
borrowed at a low rate of interest from the Government, would place 
second, third, and fourth mortgages »n their land on account of loans 
contracted from money-lendei’s at high rates. I venture to assert 
that in a very short time the condition of the land-owning classes, 
generally, under a system of this sort, would be no better than at 
present. 
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I need hardly ai^ld that any such ratlical legislation as the total 
abolition of the ri^ht of moilgage save with a Government Bank is 
quite out of the question. 

There remains, however, another remedy which is more worthy 
of considei’ation. 1 do not say it will save the hopelessly improvident 
cultivator, hut it may afford an opportunity to those who are not hope- 
lessly improvident of saving themselves. 

It would be desirable that some res])eetable banks should take up 
the class of business now almost exclusively in the hands of the petty 
money-lenders. 1 have reason to believe that they have so far 
abstained from doing so because the business is very troublesome, and 
more especially in view of the large staff of agents, re(piired — not over 
lucrative. There can, 1 think, be no valid objection to the Government 
acting as pioneer in an enterprise of this sort. Acting on this belief, 
the Egyptian Government has recently decided to devote £ E. 10,000'’^ 
to advances in sums whieh are in no case to exceed a maximum of 
10 in the aggregate, or of £ ‘2 per feddant. The rate of interest will 
be 0 per cent. No advances will be made to ])roprietors of over 5 
feddans. The formalities to be gone tlirough in order to obtain an 
advance will be of the simplest description. 

It has been notified that the Government has no intention of 
embarking upon banking operations on a large scale. They merely 
wish to make an experiment in a few selected districts. It will depend 
on the results of this experiment whether at some fut*are time an 
endeavour is made to come to some arrangement with a private bank 
with a view to more extended operations. It is impossible io feel 
very sanguine of success. All that can for the present be said is that 
the experiment seems worthy of trial. 


# £E. lOtf.erf. 
t A Fedddn is vety iiearl ^ - ah acre. 



'lEj'irack from ike Report of 1896.'] 

^^The experience j^ainod lias cniivincod rne of the great benefit 
thaf an agricultural bank would be to the smaller cultivalors. The 
exi)eriment made this year has not only been a great boon to the 
villages where the advances were made, but has had the effect of 
making the money-lenders in the neighbourhood reduce tlieir rates 
of interest considerably, and has opened the eyes of the fellaheen 
to the [)ossibility of money being procured at more moderate rates.” 

On the whole, I think it may be said that the experiment has 
proved successful, but I must repeat that it is (juite impossible for 
the Government to undertake operations of this sort on a large 
scale. It remains to be seen whether any j)rivate bank or banks 
will take the matter uj). I hardly feel sanguine that they will do so. 

I may mention in connection with this subject that during'the 
year 18l)t>, 8,450 ardebs (an ardeb=^f)7 lbs.) of specially selected 
seed was sold to the cultivators by the Government at ]\T.* 58 an 
anleb. The ])urchase-money was made payable in three ecjual instal- 
ments spread over the last quarter of the year. Money-lenders 
were at the same time advancing inferior seed at from P.T. 70 to 
100 an ardeb, payable at the time of crop. 

It is worthy of consideration whether the system of Government 
advances of seed should not receive some further extension. 


• 1 P. T. (Piastra Traffic) 




\_lii tracts front- the Jicport of 1H98f\ 


As an (^xperiuiontal inoasuiv^ <]u‘ (jli)vonmieiil at one time advcjieed 
.£ Fi. lOjOOO in small sums in ilio fellalicen. Tim c'xpt'riniont proved 
sunTicienily sneeessf'nl to afford on eon ra, foment tor private enterprise 
to enter tliis 1 jo]<1 of aetion. I'lio Egyptian Credit Foncier consented 
to lower the minimum amount of its advaiiees to i E. 100. Inas- 
miu'li, however, a.s the advances made Iw villai^e mont'y-lenders are 
n^enerally in small sums of less than i E. 10, it was evident that the 
limit, of € E. 100 was still loo hii^h to reach the majority of those 
whom it was desirable to relieve. 

A further tentative step has now been taken in the direction of 
dealini^ with this (pieslion. Th(‘ newly-en'ated National Bank is 
about to make advances of small sums u[) to i‘20 at 0 percent, 
inren'st. Further, the Eaidv offers advances up to I 100 at the same 
rate of intf'iest, to those who wish to pay off their old (hbts ; re 2 )ay- 
meiit to the Hank will be mad(‘ in live yearly instalments due in 
Octoh(‘r of each y(‘ar, that is to say, at the tinu' the cotton crop is 
j^athered. All such advances will be rep<n’tod to the (iovernment, 
who will instruct the tax* collectors to enter them on tin* “Wirdos/’* 
and effect. t,he recoveries with tlu; taxes. 

The 0 j)er cent, interest will be distributed asTollows : EJ l)er 
cent, will be paid to the local agents of the Bank ; { per cent, will 
"0 to the tax collectors ; the remainin'^ 7 per cent, will bo retained 
by the Bank, which will be put to some expense, notably in the 
direction of api^ointing a thoroughly trustworthy European Inspector, 
who will visit the villages and control the action of the local agents. 
The services of an official of this description arc indispensable. 

The experiuieiit will, for the present, be tried in one district only. 
Should it prove successful, the Bank will be prepared to extend its 
operations. 

As the fellaheen at present habitually borrow money at exorbi- 
tant rates of interest — sometimes as high as 40 per cent., and even 
higher — it is probable that advantage will lx; taken of the terms 


* The “Wirclo" is the Schedule in the jJOBaesbioii of each landowner, setting 
forth the amounts due for land tax and the dates at which payments should bo 
made. 
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now offered. But I mufit re]Xiat what 1 have said before on this 
subject, namely, that the measures now in course of execution must 
still be regarded as wholly experimental. The relations between 
the money-lenders and the cultivating classes, which are very similar 
in character in all backward agriciiltuial countries, constitute an 
economic problem of extreme difliculty. I am not aware that any- 
where a thoroughly satisfactory solution of this problem has been 
found. It is, in fact, impossible to feel sanguine of the success of 
any protective measures devised with the object of safeguarding the 
poorer class of cultivators against the consequences of their im- 
providence. In the ])rcsent instance, all that is possible is to give 
the cultivator a fair chance of escajnng from his financial embarrass- 
ments ; but no measures devised by the Government can prevent his 
incurring fresh ])ecuniary obligations of a nature to frustrate the 
intention of the scheme now contemplated on his behalf. I am well 
aware of the force of these arguments. They do not constitute a 
sufficient reason for total inaction ; but they enjoin watchfulness, with 
a view to deciding, by the light of the practical experience which 
will eventually be gained, whether it will or will not be desirable to 
continue the ex|)eriments now in course of progress. 



[Extracts from the Eepori of 1899.] 


The experiment, however, was suffieieni to show both that the 
fellaheen would willingly avail themselves of whatever facilities 
could be offerwl for borrowing at a low rate of interest, and that 
the practical difficulties in the way of recovering the principal and 
interest, on a number of small loans, though considerable, were not 
insurmountable. 

The next step taken was tn indue(‘ the Egyptian Credit Foncier to 
lewer the minimum amount of its advances to £ E. 100. This 
measure was practically unprotlnetive of result, the minimum t)eing 
still too high to meet the requirements of the mass of the borrow- 
ing classes. 

• The establishment of a National Bank in 1898 enabled a further 
experiment to be made under circumstances which w(‘re more favour- 
able to success. Indeed, one of the main reasons which induced the 
Government to assent to the creation of this Bank was a desire to 
facilitate the treatment of the question now under discussion. 

The Belbeis district in Lower Egypt was chosen as the field 
of operations. This district consists of sixty-eight villages. In 
eighteen of these the land is held by large proprietors. During the 
spring and early summer of 1899, 1,580 advances amounting in all 
to £ E. 4,780, were made by the Bank in the fifty villages where the 
land is held in small lots. These loans were all repayable in the 
autumn. The result, I am informed by Sir Edmin Palmer, the 
Governor of the Bank, ^*has been thoroughly satisfactory ; the whole 
of th<i money due in the year was collected by the Govenment tax- 
collectors.” 

I should explain that the debts of the fellaheen may be divided 
into two distinct categories. In the first place, it is a very general 
practice amongst the Egyptian cultivators to borrow small sums in 
the early part of the year and to repay the loan and interest in the 
autumn, after the cotton has been sold. In the second place, loans 
larger in amount and of longer duration are, for various reasons, 
contracted. 

It was obvious that very little would be done to relieve the 
population generally if the Bank confined its operations solely to 
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the first of those, two catecjories. It is the second class of loan 
which is most onerous to the population o^enerally, for the i*ate of 
interest usually eharfifed by the villa<re money-lenders is so liigh 
that the cultivator, havinuj once borrowed money, but too frofjueutly 
finds himself involved in inextric.able tinaueial dilficulties as the 
result of a loan which may originally have been for no very consider- 
able amount of money. 

Guided by these considerations, the Jlaiik consented to make 
870 loans, amounting in the af]^j]^re^at e to i E. 20,7^0, and repayable 
in five yearly instalments, to the cultivators of the llelbeis district. 
In all these cases the money w.as advanced to persons who were 
already indebted, and who were thus enabled to elTect a commutation 
of their debts on favourable terms. 

It is probable that the business has not so far ])roved sulliciently 
remunerative to the Bank to com])ensate tor the very considerable 
amount of trouble and expense involved in dealinp^ with a number 
of those petty transactions. This, however, is due jiartly to the fact 
that the opemtions have so far been conducted on a small scale. 
The expenses, which arc considerable, owin<^ to the absolute 
necessity of employinj^ trustworthy and competent sai>ervisinfc 
agency, will, of course, jirojxu’tionately decrease as the operations 
extend. 

It was felt, hoNvever, that no permanent, success could be attained 
unless the philanthropic (Muisidorations which cluster round the 
treatment of this subject were so lar discarded as to place the matter 
on a sound commercial basis, and thus insure to the Bank an adequate 
remuneration for their capital outlay. The Government therefore 
consented to allow the Bank, in addition to 9 per cent., which is the 
highest rate of interest allowed by lawq to charge a commission of 
1 per cent,, which will go to their local agents in the villages. It is 
estimated that, of the 9 per cent., wliich will be received by the 
Bank, about 8 per cent, will go in expenses, leaving a net profit of 
6 J5er cent., from which, however, any loss incurred by bad debts will 
liave to be deducted. 

This arrangement, I hojH; and believe, is of a nature to 
interest the Bank in the extension of the sclieme. In fact, the 
Bank has now consented to extend its oi>erationB to three more 
districts. £ E. 100,000 will be advanced in these districts, of which 
£ E. 25,000 will be devoted to loans repayble witliin the year. The 



ib five yeuiy ioataimeBtA. 

■ The jjiopnkrity of the measurea recently taken & 
dwtnot is aufficiently shown by the numerous requests whi^’-|^ 
been received by the Bank from persons residing in distwofs 
have so far not been comprised within the sphere of operatimto. ' ^ 
I must, however, repeat the warning which I have 
previous oocasions when dealing with this subject. The prt^ 
still in an experimental stage. Its ultimate success, considened 
the light of a possible solution of a very important and di^ 
economic problem, depends on whether the majority of the cuHivi^ 
cla^, having once been relieved from any very onerous del 
which they may have contracted, will or will not use the oompuala 
financial freedom thus acquired to plunge again into operations fri 
which it will be extremely difficult, if not altogether impossible, 
extficate them. 

It would be premature at present to express any confident 
on this ^int. Such little evidence as is forthcoming, homXi 
rather points to the conclusion that it is erroneous to suppose that 
Egyptian fellah will almost invariably incur debt up to the maxima 
amount of his credit. I do not doubt that a certain number ^ 
‘cultivators, after they have commuted debt on which they are per^ 
paying interest at the rate of 40 per cent., or even more* into ona c 
which they will pay 10 per cent., will use the margin of income 
mndered available in order to contract further debt ; but I contCS 
^at the present scheme may be considered a success if the number \ 
individuals who adopt this ruinous procedure constitute the exeeptiof 
fiatberthaiL tbe rule. i 

|lbdi, indeed, has frequently been written and said dwnt H 
imjmv^enoe of the fellaheen {mpulation ; much d 
fe iapodaMifyrf saying any one, by legislative or 

own folly. I am not 

to th^ ^Bierc is much truth in the objections which, (Hi fihjS 
•gwnw^^imds, have been occasionally urged against the mn 
|P^«Bderd»Hi8«on. The other side of the question is tiut, 

^ yearn, (he systm of government prevalent in 
dt a astoie to encourage thrift Time wiH i 
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property, and when the demands of the tax-gatherer were not Baeiolj 
excessive, but also uncertain and capricious. But any one who has 
seen much of the fellaheen j)opulation can bear testimony to the fact 
thaj they are a veiy^ hard-working and industrious race, who are 
keenly alive to such matters affecting their own interests as they 
clearly understand. 

I know of no reason for holding that, as a class, they are 
irretrievably thriftless. In any case, no harm can be done by 
affording them a fair op|)ortanity for shaking themselves free of the 
debts by which they are but too often burthened, and thus giving 
them a starting- jx)int for the exercise of economy in the future. 
Without, therefore, taking a more sanguine view than would be 
justified by the present facts of the situation, it is permissible to hope 
that the arrangements now made will be productive of some real 
benetit to the mass of the cultivators in Egypt. 

Should the oixjrations conducted during the present year afford 
sufficient encouragement in that direction, it is to be hoped that 
the sphere of petty loan operations will be gradually extended. In 
^that ease, as the sums advanced will be locked up, it will be 
necessary for the National Bank to increase its capital. 



The main Features of the Egyptian System. 


\Extradii from the Report of 1899,] 

There are, broadly speakinjj, two methods of dealing with this 
problem, which, in spite of local differences, presents much the same 
features in all countries where a backward agricultural population 
is brought in contact with those modern principles on which the 
relations between debtor and creditor are based in all civilized 
countries. 

The first is to protect the cultivator fiom the possible consequences 
of his own improvidence, ignorance, or carelessness by protective 
legidalioii^ which is devised so that, in one form or another, his 
fiveedom of contract is curtailed. 

^he other is to dispense with all legislative measures of a 
protective character, and to seek for a solution by giving to the 
cultivators horr owing at remomlAe rates ^ and thus both 
affording an opjwrtunity to those w-ho are already embarrassed of 
shaking themselves free from the grip of the usurer, and at the same 
time providing a means to those who have so far escaped financial 
embarrassment of maintaining themselves in a position of solvency. 

I need not here discuss the merits and demerits of these two 
methods. It will be sufficient for my present purposes if I state 
tdiat the second has been adopted in Egypt in preference to the 
^st method. 

There is nothing novel in the principle. Land banks ^.ve for 
a long time past existed in many countries. Such an institution, 
under the name of the ‘^Credit Foncier,” was established some years 
ago at Cairo. I have ei^lained in my ^vious Reports that this 
iaetitution, though in many respects of great utility, did not aid 
ia the solution of the special proUem now under discussion, the reason 
beii^g that the ininimum advance made by the ^^Credit Foncier" was 
1 100| a sum in excess (A the loans usually contracted by the 
peasanky. 

It is in the detailed application of ibe principle that, so &r as » j 
knowledge of the subject enables me to judge, the Egyptian system 
peseesses some novelty. % need hardly add that, in a matter of 
mxt, the details are of great importance. 
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Money may advanced to the cultivators either by the Govern- 
ment or by a private bank. 

The objections to purely (iovornmcnt action in E^ypt are twofold. 
In tbe first place, the Government could not, without much incon- 
venience, have provided the necessary capital. In the second place, 
the officials of the Government have not the time to go amongst the 
villagers and seek out those who are in want of loans. Even if they 
had the necessary time at their disposal, it is not altogether desirable 
that they should be employed on work of this sort. Further, they 
have no personal jiecuniary interest in the matter. When it has been 
publicly notified that, on application to some Government authority at 
a certain time and place, small loans may be obtained on certain 
conditions, the Government officials naturally enough, think that they 
have done all that is required of them. In Egypt a measure of this 
sort would not suffice to wean the cultivators from their long-establish- 
ed habits. They would continue to resort to the usurer, and to borrow 
money at, perhaps, 40 per cent, although a notice might be posted in 
the village informing them that, by walking a few miles, they could, 
on certain conditions which they would often fail to understand, 
borrow at 10 per cent. What was required was that some trust- 
worthy agents should seek out clients, and explain to a large number 
individually the advantages of the plan offered for their acceptance. 
The Egyptian Government did, indeed, act as a pioneer in this matter. 
In 1896 it advanced a sura of £ E. 10,000, confining its operations to 
a small cluster of villages. But although tlie experiment pwved 
siKJcessful, in so far as the recovery of the money was concerned, enough 
was learnt to shew that if the scale of operations was to be extended 
resort must be made to private enterprise. 

. On the other hand, the employment of private enterprise is not 
without its special disadvantages. The main obstacle, which stood 
in the way of its employment in Egypt, was that no Bank possessed 
^the administrative agency necessary to insure the punctual collection 
of the interest and capital due on a very large number of petty loap 
operations. Neither, under the circumstances, could the agency l^ve 
bfeen created. It was clear at a glance that any attempt to create it 
would be so costly as to render it necessaiy to cbaige a very high rate 
of interest in order to cover the expenses and leave a fair margin of 
profit to the Bank. Thus, the main object of the scheme would have 
been frustrated. 
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Under these eircumstanees, an endeavour was made to devise a 
plan which would combine the advantages and obviate the disadvan- 
tages of the two systems. This was done in the following manner. 
The Bank incurs the whole financial re8[X)nsibility of the undertaking. 

It takes all the profits, and bears all the losses. The Governmenf has 
no direct i>ecuniary interest in the operations. The Bank, also, 
through its own agents, does all the work of lending. In every 
district in which operations arc undertaken an agent is appointed, who 
receives a commission of 1 {yer cent, per annum on any loan that he 
may make. These agents are placed under the general supervision 
of one English insjKJCtor. I wish to draw particular attention to this 
latter detail, as it is an essential part of the scheme. The success, 
which has unquestionably been attained, is mainly due to the fact 
that he constantly visits the villages where oi)erations have been 
undertaken. He speaks Arabic well, and thoroughly understands 
the habits and customs of the people. He is thus able to control the 
local agents, both in the iutt^rcsts of the Bank and of the borrower 
and he is able to explain verbally to the latter the precise nature of 
the transactions in which they are engaging. 

It is only when the stage of repayment is reached that the Govern- 
ment ste[)s in. The tax-gatherere collect the money due to the Bank 
at the same time as the land tax. Thus the Bank is relieved of all 
the expenses of collection. • 

Money is advanced at the rate of 10 per cent, of which, as I have 
already mentioned, 1 per cent, goes to the local agents in the form 
of commission. Of the remaining 9 jHir cent, it is estimated that 
about 8 per cent, goes in covering the expenses of the Bank, thus 
leaving a net profit of 6 per cent, from which, however, bad debts 
have to be deducted. 

Sir Edwin Palmer, the Governor of the National Bank, who has 
taken a very spt'cial interest in this matter, writes to me as follows; — 

" The experiment so far has undoubtedly been a success, and the 
relief afforded to some thousands of fellaheen must have been oon- 
sid^ble. The fact that the Bank is prepared to advance small kms 
at a fair late of interest has, in the districts where the Bank is working 
caused a fall in the rate usually charged by money-lenders, and iko 
fellaheen have indirectly benefited in this way too. In one district, 
btfgest money-lender left when the Bank began operations j inanothWi,. 
Hie Bank was regularly boycotted, and it was impossible to find all 
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•gmt amongst the peopled the disiaictrf My standing, they being 
neatly money-lenders themselves. An outeider had, theiefore, to h« 
a^nted ; he had great difficulties at first, but the people <rf this dis- 
tric^w begin to realise the advantages, and are dealing with the Bank.** 
Fstated last year that I considered the scheme as an experimeat. 
I am still of the same opinion. Some long time must, in fact, yet 
el^ before it can be considered as having passed out of the ex- 
penmental stage. Manifestly, the main danger is that the oultivatore, 
being onee free from crushing debt, will use the margin of income 
they Urns obtain to incur fresh debt. That some of them will adopt 
this prooedure is highly probable. That the majority will fall into 
the same error is very far from being certain. Any opinion on this 
subject at present can be little more than a matter of conjecture. 
Lengthened experience alone can show whether, now that the toxe^ 
am no longer arbitrary and capricious, and the rights of property are, 
in fact as well as in name, secured by law, the fellaheen of Egypt will 
abandon the habits of extravagance of which they have so (rften been 
accused, and develop national habits of thrift. I can only sjieak of 
my personal opinion, formed after long residence in tiiis oountry. It 
is that, under favourable conditions for the exercise eomvomy, the 
£gyp4)ian jieasant will probably prove more thrifty than the English, 
though less so than the French member of a corresponding «»le°- of 
society. I am encouraged in this belief by the fcdlowing remarks 
which have been addressed to me by Sib Edwin Palhbb. " There is,” 
he says, "nothing to indicate that the fellaheen, oneeidieTOdrf 
their onerous debts to the money-lenders, are inclined to plunge again 
intoUebt, beyond the debt to the Bank ; indeed, the facility with 
whidi the recovery of the loans or instalments has been efieeted would 
seem to show that this is not the case." 

However Hiis may be, it is abundantly clear that the experiment 
whkh is one of great interest and importance, is well wmrthy erf a 
farther and prolonged trial. 

-BaB« leaving this subject, I wish to make a few remarks, 
may be latweetiag both because they are illustrative of the pnurfiees 
of tfe viflage usimers, Md because they may awve to exphua the 
Itdwiiltages of the conditions now offered to the vilkgere by the 

1 have ecemioBally heard it stated that 10 per owt, is too Ugh 
«mto«f interest to ebtge, as the felfadiem can (rften ehtra Umh 
at tUrt rate hnm the iooal nKmeyrienders, 
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I almdy expkuiMd tliai, in order that these' opsnikms 
should be properly conducted^ it is necessary to emplc^ a soBsewliat 
expensive agency, I am convinced that there could be no grealer 
mistake than to employ very cheap— and, therefore untrustworthy**-* 
agents, I do not think that 6 per cent., including bad debts, ean be 
held to be more than a reasonable profit for the Bank. Moreover 
I greatly doubt whether the fellaham would confirm the statetneiit 
that they can, without the assistance of the Bank, obtain money at 
so low a rate as 10 per cent. Even the loans, which the small 
money-lenders make nominally at 10 jier cent., generally involve 
paying in reality interest at a far higher rate, the reason being that, 
throughout the currency of the loan, full ii\.terest is charged on the 
total sum originally advanced. No allowance is made for a reduction of 
interest on account of the annual repayments of portions of the 
capital. I give an illustration of the two proceedings, viz,^ that 
adepted by the Bank, and that very commonly adopted by the 
usurers. Supjiose the Bank to advance £ E. 100 for five years at 1^ 
per cent., the instalments due to the Bank would be as follows 



Capita). 

Interest. 

Total. 


£E. 

£E. 

£ E. 

let year 

20 

10 

20 

2nd year 

20 

8 

28 

8rd year 

20 

6 

26 

4th year 

20 

4 

24 

5th year 

20 

2 

22 

Total— 

100 

80 

ISO 


The borrower would thus, in the course of five years, }my £ E. 30 
for the use of the money advanced to him. 

Uhder the alternative procedure, he wduld pay five equal instalr, 
ments of £ E. SO, making in all £ E. 150, of which £ E. 50 wouid 
be on account of interest. 

In point of fact, to the fellaheen the Bankas charge of £ E« SO 
is equivalent to a loan contracted from the usurer at 6 per cent., jiqd 
I4o think tbftt money is ever obtained at so low a rate as this. 




% Hie BmiV. A emmon torm of 
^ ^10# for ten yeare. The miiimmik fyr 

of oafiital and intereet is £E.20. Thus, umfer 
» 1 liave explamed above, in all £ £. 200 is paid in ten yem. 
now that, in the course of two years, a fellah has paid 
which one-half would be interest and one-half repayment of 
R might be supfiosed that, on payment of £ £. 80, be 
IttiU be free from the debt. But such is not at all the case. Under 
^lafatMvns of tlie original contract, he is often debarred from freeing 
unless he pays the difference between £E.200 the total 
laileuiit which would have been paid in ten years — ^and £ E. 40, hemg 
«im be has already paid. In oUier words, in order to liberate 
riioM^f, he has to pay £ E. ICO, mtnns discount at the rate of 7 per 
iat. on £ £. 160. In cases of this sort the Bank can be of but bttle 
(Mstanee. 


[Exlracts from fJie lleporf of 1901,'] 


The distinctive feature of the E<i^yptian plan for dealing* with J;his 
interesting and important subject is that a certain amount of 
co-operation is established between the (xovernment and the National 
Bank. The Bank makes the advances, and incurs the whole financial 
responsibility of the undertaking. The Govei*nmont, through the 
agency of its tax-gatherers, collects the money due to the Bank at 
the same time as the land tax. Thus, the Bank, being relieved 
of the necessity of maintaining an expensive staff of subordinates, 
is able to advance money to the peasantry at a- relatively low late of 
interest. 

Since the Bank commenced making these loans in 1899, over 
34,000 loans have been contracted ; relief has, therefore, been afforded 
to !in equivalent number of small proprietors. There are now 16,269 
loans outstanding, for an aggregate amount of £E. 402,000 ; of 
these, 3,326 are repayable within the year, and 11,943 repayable in 
five years. 

The amount that fell due in 1901 was £ E. 140,000. This sum 
was due from over 21,000 borrowers. The whole amount, with the 
exception of £E.600, had been recovered on the 31st December 
last, and the small sum still owing will probably bft collected this 
year. 

The objection to tlie plan adopted in Egypt is that the class of 
operation involved is more properly the work of a Land Bank than 
of an ordinary bank. The National Bank of Egypt cannot reasonably 
be expected to lock up more than £E.4()0,000 of its capital in 
undertakings of this nature. For the moment, the difficulty has been 
met by the Government advancing £E. 250,000 to the Bank. This 
will, at all events, enable the operations to continue for the time being. 
Whether any more complete change of system will be necessary must 
be a matter for subsequent consideration. There can, I venture to 
think, be no question of abandoning the experiment which has so 
far proved eminently successful. There can be no doubt that the 
Egyptian fellaheen begin to realize the advantages of getting money 
at a moderate rate of interest, and that they are willing to take the 
opportunity now afforded to them of shaking themselves free from the 
grip of the village usurers. From all I hear, I do not doubt that it 
59 
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would be quite possible, were the capital available, to extend very 
considerably the oi^rations of the Bank. But in a matter of this 
sort it is as well to move slowly, more especially as careful supervision 
is an essential element to the attainment of the object in view. I think, 
therefore, that for the time bcin^ it is not necessary to arran^i^e for 
any more extended opeiutioihs than those which may be covered by 
the additional £ E. 5550,000 which the Government has advanced to 
the Bank. 

I have, in previous Reports, mentioned that the real test of 
success which should eventually be applied to the experiment, which 
has now been ^?oin^ on for three jears, is whether the fellaheen will, 
or will not, use the advantaj^es ofPenKl them to incur fresh debts. It 
is naturally difficult to obtain precise information on this subject. 
Moreover, sufficient time has not elapsed to enable the experiment to 
have a fair trial. So far, however, as I have been able to judg'c, the 
alleged irremediable extravagance of the fellaheen has, as I antieiimted 
would be the case, been greatly exaggerated. Uj) to the present 
time, the number of those who have used their improved credit in 
order to incur fresh debt has, to the best of my belief, been very 
small. 



[Exfrncta from the Beport of 1902.'] 


After a prolonged trial, it apjMiared that the somewhat novel 
system adopted in Egypt some few years ago had passed out of the 
experimental stage, and that the introduction of a scheme of a more 
permanent character than that heretofore adopted was justifiable. 

Negotiations having this object in view were set on foot, with the 
result that on the 1st June, 1902, an Agricultural Bank was started 
under the auspices of the National Bank of Egypt. All loans 
outstanding with the National Bank were transferred to the new 
bank, whose sole business it is to lend money in small sums to the 
fellaheen. The capital of the Imnk was fixed at £2,500,000 of which 
£1,250,000 has been already paid up. Interest at the rate of S per 
cent, is guaranteed by the Government. It was, at the same time, 
arranged that the rate of interest at which money was advanced to 
the fellaheen, which had previously been 10 per cent., should be 
lowered to 9 per cent. 

The distinctive feature of the Egyptian system is that, although 
the whole of the management is in the hands of the bank, the 
Government tax-collectors collect the sums due on account of interest 
and sinking fund. 

The reasons why the Egyptian system has attained a certain 
measure of success are mainly two-fold. They are ; — 

1. That, although the action of the Government has been so far 
philanthropic that they have wished to benefit a large and important 
class of the community, the undertaking has in no degree been 
established on a philanthropic basis. On the contrary, the basis has 
been strictly commercial. There was, in the first instance, some very 
natural difficulty in convincing capitalists that the business would 
be fairly lucrative ; but when, by apjilying the test of actual 
experiment, this difficulty was overcome, the main obstacle to success 
was removed. 

2. The supervision, which has been conducted by very carefully 
selected British agents, has been capable, vigilant, and honest. 

When I say that a certain degree of success has been attained in 
Egypt, I merely mean that, under the new system, it is’clear that the 
fellaheen are anxious to borrow, and that the arrangement for 
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advances and recoveries has worked well. Before it can be said that 
the system has been completely successful, it has to be shown that the 
fellaheen are not, generally, making use of their improved credit to 

contract fresh debt at ruinous rates of interest. 

c 



Appendix I. 

[Extrack from a Mimife of Sir Jiichard Temple, Governor o^ 
BomJtay, dated 30th August^ 1878.] 

By our despatches of the 19th January and the 4th February 
last we submitted to the Government of India a draft Bill for the 
relief of the indebted ryots in certain districts of the Deccan, 
together with Minutes and papers relating thereto : among which 
was a Minute of my own, dated 12th November last. 

2. By a despatch dated the 1st July last, the Government of 
India sent for our opinion a Bill which they prT)}X)se to be substituted 
for our Bill, and which we are invited to accept as a satisfactory 
mode of dealing with the questions at issue. 

3. While thankfully admitting the advantages proposed to be 
given to the ryots by the Bill of the Government of India, I am 
obliged to represent that this Bill is not sufficient to fultil the objects 
which the Government of Bombay had in view when proposing 
legislation, and therefore cannot be regaixled by us as a satisfactory 
mode of dealing with the (questions at issue. In general terms, it 
must be described as omitting the most essential of the several provi- 
sions which we devised for the protection of the ryots, and therefore 
as taking some of the heart kernel and substance out ot our measure. 
I am sure, therefore, that my Honourable Colleagues will concur with 
me in submitting a further representation to the (jovernment of India 
on the subject. 

4. Our proposals are justly summarized in paragraph 3 of the 
despatch of Government of India of 1st July, thus — 

(ii) to compel the courts, in cases where agriculturists are sued 
on bonds or for money due, to go behind the terms of 
the bond, to enquire into the justice of the claim, and 
to take into consideration the equity of the interest 
charged, even though it may have been distinctly agreed 
to by the defendant ; 

(d) to make it illegal to award compound interest, or more 
interest than the amount of the principal found to 
be due ; 

(c) to limit the liability of a ryot for debts incurred by his 
ancestors ; 
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{(J) to empower a ryot at any time to claim the benefit of the 
Insolvency Court, instead of, as at present, only when 
a decree has been passed against him ; and 
{r') to protect a ryot’s ryotwari land from sale for debt except 
when it has been speciiieally })ledged by him in a bond 
duly registered, and to retjuire that all bonds for land 
shall be registered, whatever the value of the land 
j)ledged. 

7. The most important point of all is stated by the Government 
of India thus : [See (//) above.] 

113. The gist of the matter is this : — The Deccan ryots were sued, 
still are sued, and will always be sued — unless there be fresh legisla- 
tion — on bonds which are, in many instances, utterl}' unjust, though 
they may have been executed in due form. I mean by “unjust” 
repugnant to the sense of natuial justice as between man and man, 
that moral sense which is present in the minds of all men whether 
educated or uneducated. The harassment therefrom arising drove 
these ryots in 1875 to commit agrarian outrages. A special com- 
mission showed after elaborate iii(|uiry that the essential injustice of 
the majority of the bonds was the root of the mischief. It is clear 
that this injustict* would lie demonstrated by any judicial inquiry 
which might be had regarding the origin, progress and circumstances 
of the debts. The exi.'^ting law provides for judgment being given 
on the bonds only ; that much is certain. Whether it provides for the 
court, by its own inquiries, going behind the bond is, as we submit, 
uncertain. The Government of India seems to consider that it does 
s(r provide, while apjiarently admitting that the provision is indirect 
rather than direct, and must be gathered from seattered rulings and 
clauses, rather than learnt from i^ositivoly clear enactment. We 
submit with deference that the uncertainty is such that the courts 
practically do not go, can liardly be expected to go, and for the 
most part are suj’e not to go, behind the bond. Therefore we urge 
that there ought to be direct and positive legislation without which 
the existing evils must be perpetuated. 

16. I must next advert to the apprehension apparently^ felt by 
the Government of India lest we should by our point (a) (causing 
the court to go hehined the bond) unduly throw upon the 
plaintiff the burden of proof in cases where no defence is 
attempted. 
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17. At present the indebted ryots seldom set up any defence to 
these claims. They see the futility of di^putin^^ the bonds in court, 
whatever they may think of the injustice. Indeed they have no 
chance whatever before the law of setting up any defence which^ the 
courts could be expected to act upon. But if our point {a) be passed 
into law, they would set up defences fast euoui^h, and this too with 
some chance of equitable success. In this event it is manifestly just 
and reasonable that the burden of proof should fall upon the plaintiffs. 
But in the absence of defence in cases of this sort it seems to me but 
right that the plaintiff should have to satisfy the court that the bond 
is a just one. I am unable to follow the reasoning (as above quoted) 
to the effect that to cast on the plaintiff the burden of i)roving receipt 
of the consideration, and the absence of fraud, would afford 
opportunities of evasion to dishonest debtors, and might thus be an 
incentive to reckless borrowing. Here we have etlucated, skilful, and 
wmlthy creditors bringing claims against uneducated, unskilful, and 
poor debtors. Is it unfair to east upon such creditors the burden of 
proving such claims to be just, even if undefended ? On the contrary, 
does not fairness demand that such burden should be cast ui)on them ? 
In fact, too, these ryot-debtors are not, for the most part, evasive or 
dishonest debtors ; they geneially pay all, and much more than all, 
they really owe ! It is this notorious circumstance which underlies the 
whole argument. The feeling of despair of ever getting out of the 
money-lenders’ books makes them reckless in going on borrowing and 
borrowing and destroys all hope of independence. Onr provisions will not 
be incentives to reckless borrowing, but will have the very reverse effect. 

18. It may be, as apprehended by the Government of India, that 
our provisions will throw much work on the courts, more iierhaps than 
they can conveniently get through. We are not indeed sure that this 
will be the result ; but if it be so, then it ought not, in our judgment, 
to be allowed for a moment to prevent the measure being carried. If 
there were to be some temporary increase of judicial establishments in 
four districts (the Bill will apply to four districts only and perhaps to 
some special localities in addition) we^hall have to meet the cost from 
Provincial finance, which we are most willing to do. Even then the 
cost would probably be counterbalanced by increase of stamp revenue. 
But the net cost, if any, would be so inconsiderable that we could not 
venture to urge it in the face of the clear considerations of justice 
towards so important a cla45s of our peasantry. 
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19. No doubt, as justly observed by the Government of India our 
proposal will coiiHict with section 102 of the Evidence Act regarding 
the burden of proof. Eut we submit that this per se is no prohibitive 
reason against our proposal. It certainly renders special legislation 
necessary, and therefore we have now to a])ply to the Legislature. The 
question is one of plain justice in these cases. Once that is deter- 
mined, it becomes, we submit, the duty of the Legislature to fi-ame a 
suitable law to supplement the general law. 

20. We willingly aknowledge that either by the new Civil Proce- 
dure Code, or by the new Bill, an indebted ryot may, by ap])lying for 
benefit of insolvency previsions, save himself from arrest and impri- 
sionment ; that his implements and agricultural cattle cannot be sold 
in execution of decree for debt ; that his cottage, his laud, his tenure 
and rights therein cannot be so sold either — all of which constitute 
beneficial improvements in his condition, for which he may indeed be 
grateful to the Legislature. We now receive jH*rmission to provide by 
local legislation that he shall not be unreasonably liable for ancestral 
debts, nor for an usurious rate of compound interest — all which cons- 
titutes a still further improvement, and a further cause of thankfulness. 

21. Still we submit that despite these various provisions there 
may be, and will be, very many unjust bonds, to which the ryots will 
have to submit, unless the courts be not only empowered, but obliged, 
to go behind the bonds. 

22. No exclusion of ancestral debts, no restriction of usurious 
interest, can prevent bonds being drawn up for a fictitious principal, or 
in iwjknowledgment of amounts which were never given by the creditor 
nor received by the debtor. And it is this concoction, this manipula- 
tion, as it were, of the principal, which is one of the strongest elements 
of injustice in these bonds, which injustice cannot possibly be remedied 
unless the courts be obliged to go behind the bonds. 

23. Again, notwithstanding the humane provisions of the insol- 
vency law, the merciful exemption of implements of land, and of cotta- 
ges from sale, still there are many domestic articles which cannot be 
so exempted, which are of lesser importance, and more particularly the 
standing crop which is of great importance, as it supplies the food of 
the ryot and his family. What arrangements an insolvent court would 
make for the subsistence of the ryot cannot exactly be foreseen. 
Possibly some arrangeqaent would be made, though I am advised that 
the law does not compel the court to make any such arrangements. 



fie framld «tiiiek it iffHU it 

IP Wild oempel the ryot to hypotbeoate it for the ^ 

have to tiie ryot such subsistence as be (the (Creditor) deeWilt^ 

etandiiig crop, being the only food snpply of the ryot, is so 

part of his little possessions that he mast pay extreme 

creditor who is virtually master of that crop. Then comes the eeHli^P 

difficulty^ The creditor presents to the ryot an old hondi wUsb 

be paid oil immediately, or else renewed on exorbitant 

pmeht these bonds, as already stated, are often dagmntlj 

This injoetice will, we hope, be mitigated by legislation, ralrje^^MR^ 

usurious interest — 6ven then there will remain but too much soofw' 

injustice in these bonds. Restnotions on usurious interest 

UB^I. Still they cannot prevent alterations in the amount 

principal as already shown. Thus the ryot must ' stand and 

to the bond, under penalty of having bis crop attached and his 

supply interfered with. The temptation to renew on some exodbftnl^ 

terms will be generally irresistible. The creditors are itcitorldi|d^g| 
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darefatljr workedj as it probably would be worked, under a vtgibnt 
adirunistration, it will be effectual If this be enacted, then the 
Legislature ^vill have done all it can for the ryot in this matter. But 
if this be not enacted, then the law, notwithstanding the other improve- 
ment, will be incomplete for this purpose ; the remedies will be only 
half measures, and much of the existing evils will remain. In that 
case we shall have undertaken legislation, and yet have fallen short of 
our aim, and have failed to effect our purpose. Perhaps even an im- 
pression might arise that the existing evils are irremediable, whereas 
all the time they are remediable as we believe. We have a fair ground 
for renewing our application to the Legislature, because we are asking 
not for the recognition of principles which the Government of India 
disallow, but for the enforcement of principles which they seem to 
allow. 

25. For all these reasons I propose with the concurrenee of my 
honourable colleagues to request earnestly the Government of Ihdia 
to allow the sections quoted in this Minute as taken from our Bill to 
form a part of their Bill. 

26. In conclusion, while exposing certain evils and suggesting 
their remedy, I am far from, implying either that the money-lender is 
altogether blameable or that the ryot is altogether pitiable. With all 
his faults, the money-lender is a useful man, and often gives credit 
when it is most needed. With all his sorrows, the ryot enjoys many 
of those advantages which peasants most value. 



Appendix II. 

[Besjiatch from the Secretari/ of State for Iwiiaf to the Governor-Gentral 
of India in Council y — No, 63, (Legislative), dated the ^Stk 
December, 1878.'] 


1 forward, for the consideration of Your Excellency in Council, 
copy of a despatch t which I have addi’essed to the 
t No. 4, dated the Qoverntnolit of Bombay relative to a Bill which has 
187^ introduced into the Bombay Council for the 

relief of indebted agriculturists in certain parts of 
the Presidency of Bombay. 

8 . In my despatch to the Government of Bombay I have 
expressed at length certain views which have presented themselves to 
my mind on a consideration of the report of the Commission appointed 
to enquire into the Deccan riots, and I am desirous that Your 
Excellency in Council should consider these remarks in connection 
with further legislation on this important subject. 


{Despatch from the Secretary of State for India, to the Governor in 
Conncil, Bombay, — No. 4 (Legislative), dated the 26th December, 
1878.'] 


I hAve to acknowledge the receipt of the despatch from Your 
Excellency in Council, dated the 80th September last, No. 11, 
traoemitting for my information copy of a “ Bill for the Relief of 
Indebted Agriculturists in certaia parts of the Presidency of 
jBombayi ” which has been introduced into your Legislative Council. 

On the 16th November I despatched to Your Excellency the 
following telegraphic message t 

^ Delay proceeding with Indebted Agrioulthrists* Bill. Despatch 
ftpnws. “ 



U. 


S. 1 BOW proceed to state the reasons which induce me to donht 
whether the provisions in tlie measure before me are at all adequate 
for grappling with the evils whidi liave been so prominently brought 
to l^ht in the reiwrt of the Deccan Riots Commission. 

4. When that reiK)rt arrived in this country in May 1876, Lord 
Salisbury was so deeply impressed with the distressing picture 
therein given of the agricultural population in the Deccan, that he 
awaited with great anxiety some communication from the Government 
of India as to the steps intended to be taken. But none such having 
arrived after an it)terval of nearly a year-and-a-half, HisLoixiship 
appointed a Select Committee of his Council to consider the report. 

5. The Committee began to sit in November 1877, held several 
meetings and examined some exijericncal witnesses well acquainted 
with the Bombay Presidency ; but before they had terminated their 
inquiries, a des])atch was received from Your Excellency in Council in 
Eebniary of the present year enclosing the draft of a Bill for <Ahe 
relief of Indebted Agriculturists in the Presidency of Bombay, and 
which you desired to have introduced into the Council of the Supreme 
Government. 

0. That Bill contained three main imnciples ; 

(1) That the Courts should be obliged to enter into the merits 
of every money claim whether secured by bond or not, 
and should ouly award such sums, whether for principal 
or interest, as they deemed just, and should in no case 
give compound interest or a larger amount of interest 
than the principal sum. 

(il) That the principle of the Insolvent Act, as prevailing in 
the Presidency town, should be applied to the Deecan 
Agriculturists. 

(6) That land should not be sold in execution for debt, unless 
specially pledged in a bond duly registefed. 

^ Lord Salisbury, although not fully satisfied with all the principles 
contidned in this measure, thought the occasion for attempting 
remedial legislation to be so urgent that he sanetaoned by ti^figvam 
tbe introduction of the Bill, being quite willing that th^ eKperimentai 
k^slation contemplated in the Council of the Gov«mdr-G^ral 
should be attempted. I also am of the same opinion. 

7. Leave was accoixlingly given for tlie introduction of the Bill 
into the Council of the Governor-General on the ^ISth June hst, 



it. 

for reasons which have not heen transmitted to me^ the Govermiiait 
of India preferred, instead of one eompi^ehensive Act, that yom 
Government should jmss a law dealing with some minor peiiits 
relating to interest and to ancestral debts. The bill which I hav^ now 
before me is the result of the action of the Supreme Government. 

8. I can well understand the difficulties which have deterred the 
Government of India from dealing with this subject as a wliole, and 
which have induced them to leave minor i)oints to be disposed of by 
the Local Government ; but if the evils sought to be remedied ar© 
capable of being eradicated by legislation, I am clearly of opinion 
that they should not be dealt with piece-meal. 

9. The very able report of the Commission artd the mass of 
valuable information contained in the Appendices enable us, I think, 
to draw the couelusion that some of the great causes which lie at the 
bottom of the |X)verty of the Deccan are wholly beyond the readi 
the legislator, and ai*e inherent in the national character and in the 
customs which have prevailed for countless generations. The Deceam 
ryots, like the general mass of the cultivating classes in other parts 
of India, are entirely without capital, and are driven on the first bad 
harvest into the hands of the money-lender, not only for the means 
to till their fields, but for food to keep themselves and their cattle 
alive till the crops ot the next season are matured. This fact has 
created the system of borrowing at high interest whi«jh prevails so 
largely amongst the agricultural population, and has made the 
existence of a money-lender in a Hindu village as essential as tliat 
of a ploughman. 

16. The normal condition of a Hindu cultivator is much 
aggravated by local cireumsiances in imrts of the Beccan. The 
soil is sterile, the climate is precarious, a good crop being in some 
parts obtained only once in three years, the fall of rain is scanty, the 
peasantry, though a sturdy and ordinanly a law-abiding people, are 
described as " utterly uneducated and with a narrow range of 
intelligence. It is obvious that the causes mentioned in this and 
the preceding paragraph are not to be easily modified hy ai^ 
legislative aet. * 

ll, The districts in which the riots took place came into Brittib -'v 
possessions in 1819, and at that period and for ^ years afteiwards 
diverse tsauses, such as the ravages of Holkaris army and the dmd!M\ 
Outline whidb fdlowed his campaign— a famine which was wy a l i d \ 
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tTO ORthfee times during the first 20 year» of the centaty— the 
stt^uently heavy fa» prices, and the eonsequently oppt^ve 
weight of the old Mahratta rate of aSNssment wWch Vas at first 
oonli^ed by the Government of the day,. all these had produced an 
amoam rf iwverty and ruin -which the Settlement officer writing in 
1888 found it impossible to describe. 

12, The Government of that day, however, made .strennoos 

efforts to better this state of things. They reduced the assessment 
from an average rate of 13J annas to 7 annas, they' gave the 
cultivators for the first time fixity of tenure, and they abofished 
extra cesses. ' ' 

13. A Resolution of the Government of Bombay, dated the 
30th August 1875, describes the; satisfactory results of this new 
settlement of the laud : “ In 1838 more than 50 per cent, of arable 
land was waste ; in 1871 only one j)er cent. Population increased, 
during the term of the settlement, 39i pr cent. ; agricultural cattl^ 
19 percent. ; ploughs 22i i)er cent. ; carts 270 ihji- cent. ; and wells 
40 per cent. Government land was unsaleable in 1838 ; during the 
last five years of the settlement, examination of the registration records 
showed that it fetched from 10 to 52 times its assessment. Thirty 
years a^ thete were no made roads, and communication was costly 
and difficult ) the taluka is now traversed by the railway and by 
several excellent roads, and the incrriise in the number of carts 
indicates the extent to which the people avail themselves of the 
facilities of communication with markets.” 

14. Satisfactory as this picture of progress is (and similar ones 
may be produced from all parts of India), there is undeniable evidence 
ittthe report before me that the very improvements introduced under 
our rule, such as fixity of tenure and lowering of the assessments, have 
be«i the prmcipal causes of the great destitution which the 
Commissioners found to exist, 

15. The saleable value of the land greatly increased tie credit of 
thfe. tyot, and encouraged beyond measure the national habit of 
l^rowihg, which I have before observed "on. High pices led to 
ex^nded cultivation, to more expensive modes of living, to hriger 
mitlay ou the great stimulant to Hindu expenditure, mptiage 
cernmonies. Recourse to the money-lender became then more frequent 
Hmh before and the class of money-lenders ' «)mpeting for custom, 
mcrea^ in most undue proportions. The first M in pricre, 
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fltst bad hanreifts, both of which have occurred ^ theea dietiete^ fiMid 
^ otiltivatoiB as poor as but encumbefe^ with an addkieiial 
mass of debt. Still no one would advo^te as in ainendmeDt of ibe 
law that we should aboHslv fixity of tenure, or increase the asseTiment 
on the land. 

16. Up to this {)oint, then, I can see no opening on which the 
legislator can ^nter with effect. In all civilized societies there is a 
Vast amount of suffering and destitution, very lamentable to 
eonte,i»p}ate, but which it is wholly out of the powers of the State 
by any dhfeot action to eradicate. All that Government can do is to 
take that its own institutions shall not aggravate the misery whieh 
so often follows the spontaneous action of the population. 

17. This last observation brings me to the consideration of the 
Bill now before mo. Your Government has distinctly perceived that 
the courts of justice we have instituted, and the law they administer 
<?J)erate most harshly, and frequently with great injustice, on debtors, 
who form the great bulk of the population. Here, therefore, is an 
opportunity for the beneficial interference of Government. Both 
Bills which I have alluded to above have Wn frs^med with the view 
of mitigating the law, and of extending the powers of Ji^ges to 
modify the contracts entered into between man and man. 

18. I may say at once, after full consideration, that the bill 
introdueed into Your Excellency's Council api)ears ta me to be so 
dependent upon the cliaracter of the Judge, and so likely to be 
defeated by agreements between helpless debtors and wily creditors, 
that I cannot suppose it will lead to any substantial results. 

19. The question remains as to what shall be done, for it f 
clear that some alteration in the existing law is imperatively calla 
for* A fitting measure can only be properly prepared in India. Fc 

consideration of the two Governments I proceed to notice the mofi 
salient points which have presented themselves to me on this bea 
in tihe Report and Appendices of the Commissioners and the lines 9 
improvement whieh have^suggested themselves* 

Under Native Government, it seems no assistance wa 
oidinarily afforded by the State to a creditor for the recovery of hi 
debts. No Court of justice was open to him, and he was left to ' In 
own devices to extort what was due, Government winking 1^ veir 
fovoibie measures that were ooeasionally employed. The result wa 
notlobad as might have been expected. It speaks w^ for Ih 
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made manifest lliai our courts of justice arc ineflieient in these special 
cases, and that our Judges admit tliev have not time to inquire into 
the real facts hy a thorou<^h investigation, I would sn^’jj^cst that 
although an addition to the cost of administration is very much to be 
de]>reeated, it is imperative to remedy the defects here pointiff out. 
A re-distribution of ex])enditiire miohi be made, and I observe that 
it is stated in the Commissioners’ report that 88 subordinate courts 
brino’ in a revenue of Rs. I(i,8lh7 it, and that tlie exjumditiinq iiielud- 
in^ salaries of Judges, is only IN. (i,tH),717, 

21,). Evils such as have been d(‘picted above, arising out of the 
costliness and inaceessibility of eourls (»f jn.‘<tiee, thoiio'h of a much 
slighter eliaraeter, <‘xisled in England also, and the reim'dy sue^o^ested 
was the cstablisliment of Sma,ll Cause Courts, '’riiis innovation, after 
havinu; been opposi'd sturdily for many >ears, was linally ado])ted, 
and has ])roved so (‘iniiumtly successful that nearly every year witnesses 
some extension of tlieir ])owers. In India also the institution has 
been partially adopted. Cut it. is from Eram^e that, tlie most 
inqiortant evidence ean be obtained as to the value of local courts. 
The aji'ricultural population there is more akin than the Enp^lish 
to that of India, inasmuch as Ert'uch laiuhnl ])roperty is in the 
hands of innumerable petty owners, who cnllivato with their own 
hands. 

;')(). In that country small causes up to 100 francs ju.e tried in 
<‘\erv villaf^^e before the Jii^e de Paix. The proceed iin>s*a re summary, 
writh'U ])leadino’s are prohibik'd, and his decision is tinal on all sums* 
not exceeding 50 francs. The early meeting? of the parties before the 
Jud^e in order to produce an amicable settlement oF the suit, which 
is so stron^^ly insisted upon by Mu. Ekntu a, m, is spoken of by the 
Fivneh authorities in the hiodiest terms. 

:]!. 1 cannot doubt that tin* e\ist(*nce of courts with summary 

jurisdiction and without appeal up to a limited amount, and possibly 
with the exclusion of professional pleaders, placed in localities within 
reach of the siiilor’s home, would t('nd to remove many of the evils 
which have been bronoht to notice. 

32. T am quite aware of the ditfieidties which intervene to prevent 
the entvnstine^ of lar^e summary powers to Subordinate Judges, and 
that no portion of a Jud^e^s functions reqnire.s more ex])erience and self- 
control than the exercise of that larg(‘ discretion over contracts which 
the Ili.^h Court inculcates as belon^in^ to Indian Jndi^es under the law. 

(il 
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For this reason it is obvious that the summary jurisdiction to be 
attributed to Subordinate Judges shdnkl only extend to a very limited 
amount. 

33. But I am inclined to think that the j)ritici])]e of summary 
juri^kliction without ap])eal mi^'ht be conferred experimentally on all 
civil Judj^os in the Deccan ^ith ^reat benefit, and the limit to be fixed 
would of course vary with the rank of the Judge. If the District 
Judge could devote one day in the week to the disposal of small 
causes up to, say, Rs. 500, as was the practice formerly of the 
Su]>reme Court at liombay, he would, in my o}>inion, confer infinite 
benefit on the community ; he would afford an example to the courts 
below him of the manner in which such jurisdiction should bo 
exercised ; and ho would ])crsoualIy derive the benefit which experience 
in this country proves to result from a Judge of Appeal being 
occasioSilly employed in trying original causes. 

3t. How far these suggestions can bo made applicable to fjiie 
portions of India to which the investigation of the Deccan Riots 
Commission have extended, I leave it for the Supreme Government, 
in communication with Your Excellency in Council, to decide ; but I 
am desirous that no time should be lost, and that a comprehensive 
measure should be at once proceeded with, founded on the j)rinciples 
which I have indicated, and on those which Lord Salisbury had 
previously sanctioned. 








